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China’s  War  Economy 


BY  LAWRENCE  K.  ROSINGER 


IN  more  than  half  a  decade  of  resistance  China 
has  demonstrated  that  it  is  possible  for  an  econom¬ 
ically  backward  nation  to  frustrate  an  aggressor 
possessing  thousands  of  factories,  millions  of  in¬ 
dustrial  workers,  a  well-knit  banking  system,  and  a 
highly  organized  transport  network.  When  China 
went  to  war  in  1937,  it  had  none  of  these  sources  of 
strength.  Its  few  factories — many  of  them  owned 
by  foreign  capital — were  located  largely  in  the 
coastal  area,  where  they  produced  such  articles  as 
cotton  goods  and  cigarettes,  not  tanks  or  bombers. 
The  interior,  containing  most  of  the  population, 
was  a  vast  agricultural  domain  tilled  by  methods 
and  linked  by  communications  of  a  pre-industrial 
era.  It  is  true  that  significant  steps  toward  eco¬ 
nomic  progress  had  been  taken  in  the  three  or  four 
years  before  the  war,  but  these  were  chiefly  of 
importance  for  the  future.  Yet,  even  the  China  of 
1937  was  highly  developed  in  comparison  with  the 
country  as  it  remained  after  the  loss  of  Shanghai, 
Canton,  Hankow  and  other  centers.* 

The  impressive  character  of  China’s  struggle  as 
a  whole  has  produced  a  strong  tendency  to  over¬ 
look  such  facts.  When  Chungking’s  economic 
problems  are  discussed  in  the  United  States,  it  is 
generally  in  relation  to  some  favorable  aspect,  such 
as  reconstruction  in  the  southwest,  the  growth  of 
cooperatives,  or  the  building  of  highways — very 
often  with  the  result  that  other  developments,  at 
least  equally  significant,  are  ignored  or  regarded 
as  minor  features  of  the  situation.  This  lack  of 
perspective  is  the  result  of  attitudes  established  in 
the  early  period  of  the  war,  when  the  conflict  was 
not  yet  completely  one  of  attrition  and  when,  under 
circumstances  more  favorable  than  those  existing 
in  the  past  two  or  three  years,  clear-cut  tendencies 
toward  positive  economic  advance  were  evident. 
Today,  however,  it  is  the  difficulties  of  economic 
life  that  are  paramount — difficulties  of  which 

A  special  edition  of  this  Report  is  being  printed  for  the  Insti¬ 
tute  of  Pacific  Relations,  which  will  use  it  as  Secretariat  Paper 
No.  5  at  the  Eighth  Conference  of  the  Institute,  to  be  held  at 
Mont  Trcmblant,  Quebec,  December  4-14,  1942. 

I.  U.S.  Department  of  Commerce,  “China’s  Economic  Position 
in  1940,”  International  Reference  Service,  July  1941,  p.  i. 


China’s  leaders  are  acutely  aware.  If  Americans, 
therefore,  are  to  understand  future  developments 
in  China,  and  to  think  intelligently  concerning  the 
means  by  which  China  can  make  its  maximum 
contribution  to  victory,  they  must  know  something 
about  the  economic  problems  confronting  the  Na¬ 
tional  Government  at  Chungking. 

DANGEROUS  INFLATION 

The  most  obvious  symptom  of  China’s  economic 
situation  is  the  continuing,  precipitous  rise  in 
prices.  In  Chungking,  the  national  capital,  whole¬ 
sale  prices  were  one-third  higher  in  June  1938  than 
a  year  before,  more  than  twice  as  high  in  June 
1939,  over  five  times  in  June  1940,  almost  17  times 
in  June  1941  and,  according  to  one  estimate,  per-  ' 
haps  275/2  times  in  December  1941.  No  informa-  ' 
tion  concerning  later  developments  is  publicly  ' 
available,  but  it  is  estimated  that  by  the  middle  of 
1942  wholesale  prices  were  approximately  50  times  ' 
their  pre-war  level.  Between  December  1941  and  ■ 
May  1942  the  Chungking  general  cost-of-living  ' 
index  rose  from  a  level  of  2,600  to  3,700  while  ^ 
clothing  alone  leaped  from  3,700  to  5,500.  This  ' 
situation  is  general  in  the  cities  of  Free  China,  al-  ' 
though  the  degree  of  increase  varies.^  ^ 

Soaring  prices  have  had  different  effects  on  the  ' 
leading  economic  groups  in  Free  China.  The  great-  1 
est  beneficiaries  of  inflation  have  been  the  mer-  J 
chants  and  landlords,  ranging  from  speculators  ; 
who  borrow  money,  buy  commodities  and  wait  ‘ 
for  a  rise  in  prices,  to  the  petty  trader  who,  with  a  ' 
few  score  dollars,  takes  advantage  of  price  differ-  • 

2.  Frank  M.  Tamagna,  Ban/^ing  and  Finance  in  China  (New  j 
York,  Institute  of  Pacific  Relations,  in  press);  Robert  W.  Barnett,  I 
“Isolated  China,"  Far  Eastern  Survey  (New  York),  July  27,  , 
1942,  p.  169.  < 

It  is  very  difficult  to  obtain  adequate,  representative  data  onij 
prices,  as  well  as  other  economic  phenomena  in  China,  because 
of  the  vastness  of  territory  and  population,  the  disruptive  ef-  ^ 
fects  of  war,  the  wide  variations  especially  characteristic  of 
agricultural  countries,  and  the  limited  facilities  for  collecting  , 
statistics  in  the  absence  of  a  powerful  administrative  system,  j 
Some  of  these  problems  are  mentioned  in  W.  Y.  Yang’s  “War-  . 
Time  Price  Movement  in  China,"  China  Quarterly  (Hongkong),  , 
Spring  1941,  pp.  22-40;  and  in  Guenther  Stein’s  “China’s  Price  j 
Problem,”  Pacific  Affairs  (New  York),  September  i94i>  PP-  ( 
322-33.  t 
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ences  in  near-by  communities  to  buy  cheap  in  one 
place  and  sell  dear  in  another.^ 

It  is  also  commonly  reported  that  workers  in  the 
interior  receive  high  wages  and  are  better  off 
economically  than  before  the  war.  This  was  per¬ 
haps  true  until  1940  of  skilled  workers  and  those 
filling  special  needs  (for  example,  truck  drivers 
and  rickshaw  coolies),  but  it  is  very  unlikely  that 
their  income  has  kept  pace  with  the  inflation  since 
that  time.  Only  in  comparison  with  others  who 
have  been  worse  hit  can  their  condition  be  consid¬ 
ered  good.  Furthermore,  there  is  no  evidence  that 
the  traditional  workers  of  the  interior — as  in  the 
Yunnan  tin  mines  or  the  Szechwan  salt  wells — 
improved  their  status  even  in  the  period  before 
full-scale  inflation  got  under  way. 


THE  PEASANTS  AND  INFLATION 


Opinions  differ  concerning  the  effects  of  infla¬ 
tion  on  the  Chinese  peasantry.  One  writer  declares 
that  “as  far  as  the  farmers  .  .  .  are  concerned,  ob¬ 
servers  quite  generally  agree  that  the  bulk  of  them 
were  never  so  well  fed  or  clothed  as  at  the  present 
time.”^  Another  points  out  that  after  1938  there 
appears  to  have  been  a  sharp  decline  in  land  trans¬ 
actions,  because  fewer  peasants  had  to  give  up  their 
farms  to  pay  their  debts,’  but  this  can  refer  only 
to  owners  and  not  to  tenants  who  had  no  land 
to  sell.  Furthermore,  although  inflation  theoretical¬ 
ly  made  it  easier  for  the  peasant  to  repay  what  he 
owed,  a  new  unfavorable  factor  appeared:  each 
year  he  had  to  meet  expenses  at  a  higher  price 
level  from  income  received  at  a  lower  price  level. 
A  survey  of  an  area  in  northern  Kwangtung  prov¬ 
ince  is  also  reported  to  have  revealed  that  owner- 
operators  (neither  landlords  nor  tenants)  occupied 
only  20  per  cent  of  the  land,  as  compared  with  40 
per  cent  at  a  previous  date.  A  few  of  these  middle 
peasants  had  become  wealthy,  but  most  had  been 


3.  Guenther  Stein,  “A  Journey  in  Szechwan,”  China  Quarterly, 
Summer  1940,  p.  493,  and  “China’s  Inflation  Menace,”  Far 
Eastern  Surrey,  June  i,  1942,  p.  126. 

An  investigation  of  Szechwan  agriculture  for  1940-41  re¬ 
vealed  that,  while  a  “normal  profit”  of  20  per  cent  of  costs 
should  have  brought  rice  merchants  CNS19.32  (i.e.,  in  Chinese 
national  currency)  for  every  shih  tan  (2.8378  U.S.  bushels)  sold, 
Js  a  result  of  rising  prices  the  actual  market  price  of  rice  in¬ 
cluded  an  extra  CNS49.19  in  real  profits,  a  large  part  of  which 
went  to  the  merchant  as  an  outright  gift  from  society.  John 
Lossing  Buck,  .-/«  Agricultural  Surrey  of  Szechwan  Province,  a 
'ummary  and  interpretation  of  a  detailed  report  in  Chinese  by 
'he  Farmer’s  Bank  of  China  in  cooperation  with  the  Department 
of  Agricultural  Economics,  University  of  Nanking  (Chengtu). 
for  the  use  of  this  manuscript,  which  deals  with  conditions  in 
len  typical  farming  sections  of  Szechwan  during  the  year  May  i, 
'940-April  30,  1941,  the  writer  is  indebted  to  Professor  Buck 
i^nd  Dr.  Marshall  C.  Balfour  of  the  Rockefeller  Foundation. 


3-  John  F.arl  Baker,  “China  Will  Carry  On,”  Far  Eastern  Sur- 
'  'O'.  June  I,  1942,  p.  128. 

5.  Frank  M.  Tamagna,  “Financial  Problems  in  China’s  War 
'■'kI  Postwar  Fconomy,”  Pacific  Affairs,  September  1942,  pp. 
J3I-32. 


impoverished  as  a  result  of  inflation  and  military 
requisitioning.^ 

In  Szechwan,  the  leading  interior  province,  where 
perhaps  70  per  cent  of  the  farmers  are  tenants  or 
semi-tenants,  payments  in  kind  are  said  to  consti¬ 
tute  85  per  cent  of  all  rents,  with  only  15  per  cent 
in  cash.  Under  the  circumstances  higher  prices 
can  have  little  if  any  beneficial  effect  for,  if  a  tenant 
must  deliver  fixed  quantities  of  rice  to  his  land¬ 
lord,  it  makes  no  difference  as  far  as  rent  is  con¬ 
cerned  whether  the  monetary  value  of  the  crop  is 
high  or  low.  Nor  is  it  likely  that  the  landlords,  in 
view  of  their  local  political  fxjwer,  would  permit 
economic  developments  to  cause  them  any  signifi¬ 
cant  losses.^  Statements  concerning  the  beneficial 
effects  of  rising  prices  on  Chinese  farmers  often 
overlook,  also,  the  fact  that  the  peasants  have  to 
pay  in  cash  for  such  articles  as  oil,  salt  and  textile 
materials,  the  prices  of  which  have  likewise  risen; 
that  many  small  owners  have  no  crop  surplus  to 
sell;  and  that  tenants  inevitably  must  buy  rice  to 
supplement  what  is  left  to  them  after  the  pay¬ 
ment  of  rent.® 

PROBLEMS  OF  MIDDLE  CLASS 

Whatever  the  difference  of  opinion  about  the 
effects  of  inflation  on  the  peasantry,  there  is  none 
concerning  the  disastrous  results  of  rising  prices 
for  the  middle  class,  consisting  of  students,  teach¬ 
ers,  office  workers,  government  employees  and 
others  with  fixed  incomes.  By  the  end  of  February 
1942,  for  example,  although  Chungking  general 
retail  prices  were  385/2  times  the  pre-war  level,  the 
salaries  of  the  staff  members  of  one  institution  had 
hardly  tripled.  A  letter  sent  from  Chungking  in 
May  1941  declares  that  “most  of  the  school  teachers 

6.  Buck,  Agricultural  Survey,  cited;  T.  C.,  “The  Yeomen  of 
China,”  Far  Eastern  Survey,  August  to,  1942,  p.  173. 

7.  This  is  indicated  by  the  action  of  Szechwan  landlords  in 
connection  with  money  dejjosits  customarily  secured  from  ten¬ 
ants  as  a  guarantee  of  the  regular  payment  of  the  land  rent, 
fixed  in  terms  of  rice.  When  inflation  destroyed  the  value  of 
these  deposits  (CNS40-60  per  acre  in  typical  districts),  many 
landlords  repaid  their  tenants  in  depreciated  currency  and  then 
tlemanded  new  deposits  at  CN$  1,200- 1,800  per  acre,  sums 
which  were  again  repaid  after  the  value  of  the  Chinese  tlollar 
had  fallen  still  further.  Stein,  “China’s  Inflation  Menace,”  cited, 
p.  125.  See  also:  Buck,  Agriculttsral  Surrey,  cited;  Sheng 
Tsung-han,  “The  Food  Supply  anti  Price  of  Rice  in  Szechwan,” 
Ta  Kung  Pao  (Chungking),  Ntwember  17,  1940. 

8.  Buck  declares  that  71  per  cent  of  the  Szechwan  tenants’ 
total  rice  prtxluction — the  autumn  crop — is  taken  as  rent.  An¬ 
other  writer  points  out  that  the  spring  crop  (wheat,  rapeseed, 
tobacco,  flax,  vegetables,  etc.),  which  is  retained  by  the  tenant, 
is  more  susceptible  to  damage  than  the  later  one  and  often  less 
valuable.  And  even  though  the  tenant  may  benefit  from  an  in¬ 
creased  wartime  demand  for  the  spring  crop,  most  of  the  gain 
is  lost  because  of  the  necessity  of  buying  rice  from  the  landlords 
at  market  prices.  Agricultural  Surrey,  cited;  Stein,  “A  Journey 
in  Szechwan,”  cited,  pp.  494-95;  see,  also,  C.  Y.  Hsiang, 
“Mountain  Economy  in  Szechwan,”  Pacific  Affairs,  December 
1941,  pp.  448-62. 
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receive  less  than  office  boys  in  banks.”’  The  stu¬ 
dent  population  is  also  in  an  extremely  difficult 
position,  for,  in  addition  to  the  shortage  of  books, 
supplies  and  facilities,  the  food  problem  is  acute. 
As  a  result,  early  in  May  1942  the  Ministry  of 
Education  decided  to  provide  every  normal  school 
student  with  approximately  2.2  pounds  of  govern¬ 
ment  rice  each  month.  Similarly,  most  salaried 
people  in  government  offices  and  business  receive 
rice  allowances  to  supplement  their  inadequate 
money  earnings.  Some  run  little  shops  on  the  side 
or  secure  help  from  their  families,  if  the  latter  have 
business  connections,  but  those  without  family  aid 
“are  in  a  bad  way,  and  many  are  slowly  starving.”’’ 
While  the  middle  class  constitutes  only  an  insig¬ 
nificant  percentage  of  China’s  population,  it  occu¬ 
pies  an  extremely  important  position  in  view  of  its 
technical  knowledge  and  political  consciousness. 
Consequently,  its  morale  is  a  matter  of  great  mo¬ 
ment. 

RISE  IN  NOTE  ISSUE 

Between  June  1937  and  December  1941  the  note 
issue  of  the  four  government  banks  (Bank  of 
China,  Central  Bank  of  China,  Farmer’s  Bank  of 
China,  and  Bank  of  Communications)  rose  to  an 
estimated  high  of  CN$i5,ooo  million,  an  increase 
of  CN$i3,5oo  million  in  four  and  a  half  years.  It 
is  believed  that  by  June  1942  it  was  at  a  still  higher 
level  of  CN$20,ooo  million,  having  doubled  since 
July  1941."  The  extreme  seriousness*of  this  infla¬ 
tionary  situation  is  accentuated  by  the  almost  com¬ 
plete  inability  of  the  Chungking  government  to 
dispose  of  large  quantities  of  bonds  to  the  public 
at  any  stage  of  the  war. 

Unfortunately,  with  the  exception  of  the  first  war 
loan  in  1937,  all  internal  bond  issues  until  this 
year  were  underwritten  by  the  government  banks 
and  not  by  popular  subscription,  nor  does  it  appear 
likely — in  view  of  the  large  amounts  of  money 
available  for  speculation  and  hoarding  in  China 

9.  China  Weekjy  Review  (Shanghai),  May  24,  1941,  p.  369. 

10.  Baker,  “China  Will  Carry  On,”  cited,  p.  128.  Stein, 
“China’s  Inflation  Menace,”  cited,  p.  125. 

As  of  June  1942,  persons  working  for  the  Central  Govern¬ 
ment  and  Chungking  employees  of  the  Kuomintang — the  offi¬ 
cial  Nationalist  party — were  to  receive  low-price  daily  necessities 
— such  as  coke  or  coal,  vegetable  oil,  salt,  and  cloth — through 
new  consumer  cooperatives.  China  After  Five  Years  of  War 
(New  York,  Chinese  News  Service,  1942),  p.  164. 

11.  Tamagna,  Baulking  and  Finance  in  China,  cited.  “China’s 
Currency  Complexities:  Basic  Facts  and  Current  Trends,”  For¬ 
eign  Commerce  Weekh  (Washington,  D.C.),  July  5,  1941,  p.  5. 

The  symbol  CN$  means  Chinese  national  dollars,  and  is  in¬ 
terchangeable  with  Ch.$  (Chinese  dollars),  or  CNC$  (Chinese 
national  currency  dollars).  It  differentiates  the  notes  of  the 
Chinese  Republic  (now  located  at  Chungking  and  before  the 
war  at  Nanking)  from  other  dollar  currencies  issued  on  Chinese 
soil — for  example,  by  the  Japanese  puppet  regime  of  Wang 
Ching-wei — or  in  foreign  countries. 


china’s  war  economy 

today — that  the  banks  in  turn  found  it  possible  to  m 
unload  significant  quantities  of  these  bonds.  In  fo 
effect,  in  order  to  meet  its  expenses,  the  government 
was  at  every  point  and  at  a  constantly  accelerated  2c 
pace  pumping  new  currency  into  the  Chinese  U 
economy  while  the  previous  issues  for  the  most  ai 

part  remained  in  circulation.  Or,  putting  the  mat-  te 
ter  differently,  Chungking’s  inability  to  take  back,  ai 
through  taxes,  bonds  or  some  other  method,  a  b; 
significant  part  of  the  notes  already  issued,  meant  ai 
that  there  could  be  no  let-up  in  the  printing  of  ki 
new  notes.  J 

ti 

EXCHANGE  CONTROL  VS.  INFLATION  U, 

One  of  the  most  important  government  measures 
against  inflation  in  the  period  before  Pearl  Harbor  ^ 
was  the  effort  to  maintain  the  foreign  exchange 
value  of  the  Chinese  national  dollar.  This  policy, 
which  involved  the  continued  furnishing  of  for- 
eign  exchange  for  imports  into  the  Shanghai  Inter-  " 
national  Settlement,  was  based  in  large  part  on 
political  considerations.  It  was  felt  that  Chungking  B 
could  thereby  retain  the  allegiance  of  wealthy  t( 
Shanghai  Chinese,  bolster  the  morale  of  similar  0 
groups  in  Free  China,  maintain  the  prestige  of  the  C 
National  Government  and  its  currency  in  the  in-  1 
vaded  areas,  and  create  general  confidence  on  the  t( 
part  of  foreign  interests  and  governments.  On  the  e 
other  hand,  it  would  be  unwise  to  ignore  the  fact  S 
that  the  financial  cost  of  the  policy  has  been  tl 
high,  particularly  since  the  foreign  exchange  de-  1 
rived  from  Shanghai  exports  went  chiefly  into  r 
Japanese  coffers.  The  result  was  a  steady  drain  on  f 
Chinese  exchange  resources,  without  any  corre-  a 
sponding  inflow  other  than  currency  loans  ex-  0 
tended  by  the  United  States  and  Britain.  1  t 

There  was  almost  no  exchange  control  until ; 
March  1938,  when  the  Japanese  initiated  the  so-  ^ 
called  “currency  war”  through  the  puppet  Federal  j. 
Reserve  Bank  of  China  which  issued  its  own  notes  ^ 
in  North  China  in  exchange  for  national  yuan  ^ 
and  then  sold  the  latter  for  foreign  currency  in 
Shanghai.  The  National  Government,  naturally 
finding  it  impossible  to  make  foreign  exchange  ^ 
available  freely,  now  sought  to  cut  out  luxury  im¬ 
ports  and  to  regulate  the  importation  of  necessities.  , 
One  great  obstacle  lay  in  the  fact  that  China  could  < 
not  establish  effective  exchange  control  in  the  lead¬ 
ing  financial  centers  because,  under  the  protection  , 
of  special  rights  granted  by  treaty,  Japanese,  Amer-  s 
ican,  British,  and  other  foreign  banks — which  were  * 
the  chief  agencies  of  exchange — were  able  to  make  j 
their  own  regulations,  ignoring  those  of  the  gov-  { 
ernment.  Consequently,  no  matter  what  restric-  j 
tions  were  placed  on  the  granting  of  exchange  for 
imports  into  Free  China,  the  National  Govern-  i 
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mcnt,  in  supporting  its  currency  abroad,  had  to 
follow  in  the  wake  of  the  foreign  banks.'^ 

The  exchange  rate  fell  almost  steadily  from  U.S. 
i(^/i  cents  at  the  beginning  of  March  1938  to 
U.S.  15-5/12  cents  at  the  beginning  of  December, 
and  the  rate  later  continued  downward  despite 
temporary  stabilizing  effects  of  British  currency 
aid.  Ultimately  the  national  yuan  fought  a  losing 
battle  with  Japanese  note  issues  in  the  occupied 
areas,  and  the  relative  internal  value  of  the  Chung¬ 
king  dollar  declined.  This  resulted  primarily  from 
the  withdrawal  by  the  Japanese  of  great  quanti¬ 
ties  of  the  notes  with  which  they  had  flooded 
northern  and  central  China  and  their  decision 
to  make  larger  amounts  of  goods  available  in 
China  in  exchange  for  this  currency.  Consequent¬ 
ly,  although  in  the  summer  of  1940  national  dol¬ 
lars  had  been  sold  at  a  premium  over  Japanese  mil¬ 
itary  yen,  in  the  spring  of  1941  one  military  yen 
was  quoted  at  well  over  two  national  yuanP 
On  November  30,  1940  the  United  States  and 
Britain  announced  new  currency  stabilization  loans 
to  China,  for  it  was  known  that  continued  support 
of  the  national  yuan  in  Shanghai  would  exhaust 
t  China’s  foreign  exchange  resources.  On  April  25, 
1941  a  Yuan  Stabilization  Fund  was  established 
to  administer  US$20,000,000  from  the  Chinese  gov¬ 
ernment  banks,  US$50,000,000  from  the  United 
States  Stabilization  Fund,  and  ^{^5,000,000  from 
the  British  Treasury.  Before  operations  began,  the 
I  United  States  and  Britain  (soon  followed  by  the 
rest  of  the  British  Empire  and,  in  effect,  by  the 
Netherlands)  on  July  26,  1941  froze  all  Chinese 
and  Japanese  assets  in  their  territory,  one  of  the 
objectives  being  to  establish  effective  foreign  ex- 
,  change  control  of  the  national  yuan.  Chinese  as- 
I  sets  were  frozen  in  accordance  with  Chungking’s 
I  wishes.  Subsequently,  all  Chinese  government 
funds  were  freed  from  restrictions  and  a  special 
licensing  procedure  was  established  to  take  care  of 
the  release  of  other  Chinese  funds.  The  Stabilization 
Board  of  China  was  officially  organized  on  August 
i  13,  1941  to  administer  foreign  exchange  control 
I  over  transactions  between  the  national  yuan  and 
the  dollar-sterling  currencies. 

•2,  Robert  W.  Barnett,  Economic  Shanghai:  Hostage  to  Politics, 
‘9S7-t94i  (New  York,  Institute  of  Pacific  Relations,  1941), 
chap.  IV. 

The  word  yuan,  used  above,  means  dollar.  The  phrase  na¬ 
tional  yuan  refers  to  notes  of  the  Chinese  Republic,  as  distin¬ 
guished  from  other  yuan  or  dollar  notes  issued  in  China.  The 
symbol  CN$  (see  footnote  1 1 )  is  used  to  desiy;nate  national  yuan. 
>3.  Tamagna,  Bantling  and  Finance  in  China,  cited;  Yin 
Hsi-ch’i,  "Wartime  Mobilization  of  Chinese  Capital,”  China 
Quarterly,  Summer  1940,  pp.  445-49;  John  Ahlers,  "China’s 
National  Currency  Fighting  Losing  Rattle  in  Japanese-Occupied 
Areas  of  Interior,”  China  Weekly  Ret’iew,  May  17,  1941,  pp. 
344i  353.  The  value  of  military  yen  in  terms  of  national  yuan 
has  since  further  increased. 


Ironically,  the  possibility  of  effective  exchange 
control — for  the  American,  British  and  Dutch 
banks  in  China  were  now  obliged  to  cooperate — 
occurred  at  a  time  when  Japan  was  about  to  make 
new  military  moves  which  would  end  the  signifi¬ 
cance  of  the  whole  problem.  Not  long  after  the 
Stabilization  Board  began  to  function  in  the  for¬ 
eign  exchange  market,  the  outbreak  of  the  Pacific 
War  disrupted  all  private  trade  and  brought  Shang¬ 
hai  under  Japanese  control.  The  foreign  value  of 
the  Chinese  dollar  faded  into  the  background  of 
the  economic  situation,  at  least  temorarily.  At 
latest  reports  the  national  yuan  had  an  official  ex¬ 
change  value  of  a  fraction  over  5  cents  in  Amer¬ 
ican  money,  as  compared  with  approximately  29*4 
cents  in  June  1937.  Internally — and  this  is  what 
really  counts — the  decline  has  been  far  sharper: 
early  in  1942  the  average  yuan  of  a  resident  of 
Chengtu  was  said  to  have  only  4^4  per  cent  of  its 
pre-war  value.'** 

PROBLEM  OF  TAXES  IN  CASH 

Inflation  has  been,  in  a  positive  sense,  a  means 
of  compensating  for  the  sharp  decline  in  the  usual 
pre-war  sources  of  revenue  as  well  as  of  meeting 
the  increased  expenditures  resulting  from  the  con¬ 
flict.  Before  the  war  the  maritime  customs,  the 
salt  tax  and  the  consolidated  tax  on  the  production 
of  various  manufactured  articles,  such  as  cotton 
yarn,  tobacco,  cigarettes,  flour,  sugar,  alcohol  and 
wines,  had  yielded  about  (}N$8oo  million  each 
year,  or  approximately  80  per  cent  of  the  national 
revenue.*’  As  a  result  of  the  loss  of  China’s  main 
ports,  the  greatly  diminished  quantity  of  factory 
production  available  for  taxation,  and  the  decline 
in  salt  receipts  after  Japanese  seizure  of  the 
fields  in  eastern  China,  these  sources  by  1942  pro¬ 
duced  no  more  than  20  per  cent  of  the  pre-war  re¬ 
turns. 

During  the  war  there  has  been  an  increase  in 
consumption  and  other  taxes,  but  far  from  enough 
to  make  up  for  the  loss  in  revenue.  Toward  the 
end  of  1940  the  consolidated  tax  schedules  were  re¬ 
vised  upward,  and  the  inheritance  tax  was  at  last 
implemented.  In  September  1941  it  was  repyorted 
that  the  first  assessment  on  a  large  estate — that  of 
a  wealthy  Chengtu  Chinese — would  bring  the  gov¬ 
ernment  CN$3  million  in  inheritance  duties.  In¬ 
come  tax  receipts  totaled  CN$3i.7  million  in  1939 
and  CN$43.9  million  in  the  first  eleven  months  of 

14.  Project  Progress  Reports,  1^41-42  (mss),  sent  by  the  De¬ 
partment  of  Agricultural  Economics,  College  of  Agriculture, 
University  of  Nanking  (Chengtu),  to  the  Rockefeller  Founda¬ 
tion,  New  York  Cit>’. 

Through  its  allocation  of  exchange  to  various  importers,  the 
Stabilization  Bo.ird  also  sought  to  prevent  the  accumulation  of 
goods  in  Shanghai. 

15.  Tamagna,  “Financial  Problems  .  .  .  ,”  cited,  pp.  325-26. 
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1940.  The  excess  profits  tax  yielded  CN$4  million 
in  1939  and  CN$57  million  in  1940.  These  figures 
are  almost  insignificantly  small,  and  it  is  apparent 
that  the  tax  rates  are  very  low.  In  1942  a  new  con¬ 
sumption  tax  was  introduced,  to  be  collected  by 
the  Chinese  Maritime  Customs  on  all  commodities 
not  governed  by  other  regulations,  as  well  as  on 
imports,  such  as  they  were,  after  the  closing  of  the 
Hurma  Road. 

It  is  variously  estimated  that  in  1942  total  na¬ 
tional  revenues,  including  these  and  other  forms  of 
income,  may  cover  from  one-fourth  to  more  than 
one-third  of  expenditures.  The  general  tax  situa¬ 
tion  has  been  summed  up  by  Dr.  Arthur  N.  Young, 
financial  adviser  to  the  Chinese  government,  who 
declared:  “The  present  total  tax  burden  in  China 
is  not  relatively  heavy,  especially  on  those  who  are 
more  or  less  well-to-do.”  Any  increases  that  have 
taken  place  have  occurred  in  the  past  two  or  three 
years,  when  the  need  for  new  revenues  has  arisen, 
while  the  ordinary  means  of  securing  them  have 
diminished.’^ 

MONOPOLIES  AS  SOURCE  OF  REVENUE 

Since  the  outbreak  of  the  Pacific  War  the  govern¬ 
ment  has  been  especially  active  in  seeking  new 
sources  of  revenue.  Between  January  i  and  the  end 
of  June  1942,  official  monopoly  control  was  estab¬ 
lished  over  salt,  sugar,  matches  and  tobacco,  and 
tea  and  wine  were  to  follow.  The  stated  purpose 
was  to  add  to  revenues,  regulate  prices  and  “adjust 
supply  and  demand.”  The  salt  monopoly  was  ex¬ 
pected  to  lift  salt  tax  revenues  from  CNSioo  mil¬ 
lion  to  CNSi  billion,  and  the  controls  as  a  whole 
were  planned  to  bring  in  CN$i,53o  million  in  the 
first  year.  The  character  of  the  monopolies  may 
be  illustrated  by  the  official  Match  Monopoly  Com¬ 
pany,  which  was  to  regulate  production  standards 
and  quotas,  wholesale  and  retail  prices,  maximum 
profits,  raw  materials,  and  various  phases  of  manu¬ 
facturing,  storage,  assembling  and  selling.  Al¬ 
though  the  government  stated  that  curbs  on  mer¬ 
chant  profiteering  were  to  make  greatly  increased 
revenues  possible,  it  is  difficult  to  escape  the  con¬ 
clusion  that  the  new  system  will  add  to  the  tax 
burdens  of  the  people.  Consequently,  although  gov¬ 
ernment  receipts  may  rise,  there  is  considerable 
danger  that  the  cost  of  living  will,  in  effect,  go  up 

16.  A.  N.  Younfj,  “China's  Wartime  Finance,”  China  At  War, 
Octohcr  1942,  pp.  9-10;  H.  H.  Kunj;,  “China’s  War-time  Fi¬ 
nance  in  1939,"  China  Quarterly,  Spring  1940,  p.  iHH;  sec  also, 
The  Central  Banl(  of  China  Bulletin  (Chungking),  Autumn 

1941,  p.  395;  “China’s  Economic  Position  in  1940,"  cited,  p. 
12;  China  Weekly  Review,  September  13,  1941,  p.  59;  Toreifin 
Commerce  Weekly,  July  26,  1941,  p.  it;  “Tax  Collections  Itn- 
proved,”  China  At  War,  July  1942,  p.  28;  Tamagna,  “Financial 
Problems  .  .  .  ,”  cited,  p.  326;  and  Wartime  Economic  De¬ 
velopment  of  China  (an  unpublished  manuscript  prepared  for 
the  Institute  of  Pacific  Relations  in  1940). 


Still  more  precipitously.  Some  of  the  difficulties  in 
the  way  of  price  regulation  through  official  monop¬ 
oly  are  suggested  in  a  recent  statement  by  a 
Chinese  government  spokesman  that  vested  inter¬ 
ests  are  fighting  the  monopolies  and  their  efforts  at 
price  control.  Concretely,  profiteering  dealers  have 
been  moving  hoarded  stocks  to  provinces  where 
control  is  lighter,  thus  causing  artificial  shortages 
and  surpluses.’^ 

In  February  1942  the  government  established  a 
Commodity  Administration,  appropriating  large 
funds  for  its  operation.  This  bureau  was  to  collect 
economic  statistics  and  control  various  articles  not 
under  government  monopoly.  Its  work,  to  be  cen¬ 
tered  at  first  in  and  about  Chungking,  was  to 
begin  with  household  fuel  and  clothing  materials. 
In  the  three  months  February-April  1942,  it  re¬ 
portedly  purchased  8,814  hales  of  cotton  yarn. 
Later  it  sold  14,000  bolts  of  cheap  cloth  to  govern¬ 
ment  employees  and  additional  supplies  below  the 
market  level  to  the  people  in  ten  Szechwan  cities. 
It  extended  aid  to  Szechwan  coal  producers  and  in¬ 
structed  the  Price  Stabilization  Bureau  to  give  fac¬ 
tories  producing  necessities  financial  aid  in  ex¬ 
change  for  the  right  to  purchase  stocks.  Subse¬ 
quently,  the  Bureau  signed  contracts  with  pro¬ 
ducers  for  the  delivery  of  cotton  piece-goods,  can¬ 
dles,  shirt.s,  towels  and  silk  to  he  sold  at  regulated 
prices.’® 

china’s  inadequate  transport 

To  understand  China’s  inflation  problem  more 
thoroughly,  it  is  necessary  to  go  beneath  the  rela¬ 
tively  superficial  aspects  of  rising  prices,  foreign 
exchange  control  and  lack  of  revenue  to  ex¬ 
amine  the  conditions  responsible  for  the  present 
.situation.  These  conditions  include  transportation 
difficulties,  lack  of  supplies  from  abroad,  China’s 
low  level  of  industrial  production,  shortages  of 
food,  and  speculation  and  hoarding. 

There  is  no  doubt  about  the  backwardness  of 
China’s  transport  and  communications  facilities, 
particularly  in  the  western  areas  on  which  the  war 
effort  is  based.’^  Human  carriers  are  still  the  most 
impiortant  single  means  of  transportation  on  land, 
while  the  junk  leads  on  the  navigable  streams. 
Coolies,  each  carrying  8o-pound  loads  perhaps 

17.  china  After  Five  Years  of  War,  pp.  168-711;  “Free  China 
Starts  Salt  Monopoly,"  China  At  H'ar,  February  1942,  p.  4"; 
“After  Salt,  Sugar,"  ihit/.,  March  1942,  p.  28;  Xew  York  Times, 
September  18,  1942. 

18.  China  After  Five  Years  of  War,  p.  167;  “Self-Sufliciency 
and  Socialization,”  China  At  War,  May  1942,  p.  51;  “Price  and 
ComiTKxIity  Control,”  ibid.,  July  1942,  p.  27. 

19.  An  excellent  discussion  of  the  whole  problem  will  be  found 
in  Leonard  ti.  Ting  and  Rockwotnl  0-  !’•  f'liin,  “War  and 
Transportation  in  China,  Kankai  Social  and  Economic  Quarterly 
(Chungking),  January  1941,  pp.  4-52. 
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20  miles  a  day,  compete  with  rickshaws,  sedan 
chairs  loaded  with  goods  and,  in  some  places, 
wooden  pull-carts  equipped  with  second-hand  mo¬ 
tor  car  tires.  Four  to  six  coolies  operating  such  a 
cart  can  move  half  a  ton  of  goods  20  miles  or 
more  in  a  day.*°  These  methods  are  all  extremely 
primitive.  They  mean  that  shortages  of  supplies 
in  one  area  are  not  easily  made  good  by  the  dis¬ 
patch  of  surpluses  from  another  and  that  costs  of 
transportation  are  high.  In  an  effort  to  coordinate 
and  improve  these  older  methods,  the  government 
has  since  early  1939  encouraged  the  development 
of  stage  transportation,  consisting  of  provincial 
and  inter-provincial  routes  employing  coolies, 
junks,  carts  and  animal  power  in  different  sections 
of  the  journey.^^ 

The  course  of  the  war  has  seen  the  development 
of  highways  for  truck,  automobile  and  bus  trans¬ 
portation.  Western  China  now  possesses  a  signifi¬ 
cant  network  of  motor  roads,  especially  those  con¬ 
necting  Szechwan  with  some  of  the  surrounding 
provinces.  At  the  beginning  of  1940  through-bus 
service  existed  along  the  2,800  kilometers  from  the 
eastern  port  of  Foochow  to  Chungking.  A  chain  of 
highways  also  leads  from  Free  China  to  various 
small  points  on  the  Kwangtung,  Chekiang  and 
Fukien  coasts.^^  During  the  first  three  and  a  half 
years  of  war  the  government  built  about  2,000 
miles  of  highways,  certainly  a  considerable  achieve¬ 
ment. 

ROUTES  TO  BURMA  AND  RUSSIA 

The  best  known  of  China’s  wartime  highways 
are  two  international  routes:  the  Burma  Road,  and 
the  Chinese-Soviet  highway.  The  former,  stretch¬ 
ing  from  Lashio  in  Burma  to  Kunming,  the  capital 

20.  Christian  Science  Monitor,  October  6,  1942;  Walter  Briggs, 
“lourncy  to  China’s  Capital,”  China  Week.ly  Review,  August 
9>  1941,  p.  304;  Stein,  “A  Journey  in  Szechwan,”  cited,  pp. 
485-86. 

The  rice  crop  is  apjiarently  transporteil  chiefly  by  water,  at 
least  in  Szechwan,  for  a  study  in  that  province  revealed  that 
96.9  per  cent  was  carried  by  junks,  2.3  per  cent  by  human  car¬ 
riers  and  0.8  per  cent  by  carts  propelled  by  men.  The  average 
time  required  for  transporting  cereals  per  100  U  (approximately 
33  miles)  was  1.7  days  by  boat,  2.4  days  by  carrier  and  2  days 
by  cart.  Buck,  Agricultural  Survey,  cited. 

21.  Chang  Kia-ngau,  “Wartime  Reconstruction  in  China’s 
Communications,”  China  Quarterly,  Autumn  1941,  p.  398; 
"One  Year  of  Stage  Transportation,”  China  At  l^ar,  April  1942, 
PP-  45-46;  “Inter-Province  Transportation,”  ihid.,  October  1942, 
PP-  32-53- 

22.  Briggs,  “(ourney  to  China’s  Capital,”  cited,  p.  305;  Hubert 
Freyn,  “China's  Wartime  Base:  The  Economic  Development  of 
Szechwan  and  Sikang,”  China  Quarterly,  Autumn  1941,  pp. 
423-25;  Katrine  R.  C.  Greene  and  Joseph  D.  Phillips,  An  Eco¬ 
nomic  Survey  of  the  Pacific  Area:  Transportation  and  Foreign 
Trade  (New  York,  Institute  of  Pacific  Relations,  1942),  p.  44; 
Commerce  Reports  (Washington,  D.C.),  January  15,  1940,  p. 
23-  There  has  also  been  a  slight  development  (»f  steamboat 
tratfic  and  of  waterways  in  the  interior.  Chang  Kia-ngau,  “War- 
Umt  Reconstruction  .  .  .  ,”  cited,  pp.  396-97;  “Kuomintang 
Economic  Policy,”  China  At  War,  July  1942,  p.  20. 
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of  Yunnan,  was  built  by  many  thousands  of  con¬ 
script  laborers  early  in  the  war,  and  its  dirt  sur¬ 
face  was  kept  in  repair  by  road  gangs.  An  im¬ 
portant  South  Seas  Chinese  leader,  traveling  over 
the  road  in  the  autumn  and  winter  of  1940,  found 
considerable  disorganization,  with  the  3,000  trucks 
of  the  Southwest  Transportation  Company  deliver¬ 
ing  less  than  3,000  tons  a  month  at  Kunming,  but 
improvements  were  subsequently  made.’^  By  the 
time  of  Pearl  Harbor  the  traffic  had  reached  a  level 
of  perhaps  20,000  tons  of  goods  a  month. 

The  Chinese-Soviet  highway,  once  mostly  a  cara¬ 
van  route,  stretches  for  over  3,000  kilometers 
from  the  Soviet  border  across  the  Chinese  provinces 
of  Sinkiang  and  Kansu  to  Sian  in  Shensi,  where  a 
network  of  highways  leads  to  surrounding  areas. 
Use  of  the  northwest  highway,  unlike  the  Burma 
Road,  involves  not  only  motor  vehicles,  but  also 
carts,  camels  and  coolies.  One  source  declared  some 
time  ago  that  2,000  tons  of  goods  were  usually 
estimated  to  reach  China  each  month  via  this  route, 
but  this  is  important  mostly  as  an  indication  that 
its  capacity  is  far  below  that  of  the  Burma  Road.^‘ 
Since  the  German  invasion  of  the  Soviet  Union, 
the  northwest  highway  has  been  an  uncertain 
.source  of  supplies. 

One  great  difficulty  in  motor  transportation  has 
been  China’s  inability  to  produce  either  the  vehicles 
or  the  spare  parts  necessary  for  adequate  repair 
work.  Fuel  has  also  been  a  serious  problem,  since 
most  of  the  gasoline  must  be  brought  in  from 
abroad,  in  view  of  China’s  own  petroleum  deficien¬ 
cies.  The  chief  domestic  fields  are  in  Kansu,  al¬ 
though  drilling  has  taken  place  in  Szechwan, 
where  petroleum  gas  wells  are  found,  and  small 
quantities  are  secured  from  wells  in  Shensi.  In 
1941  the  Yiimen  (Kansu)  wells  are  said  to  have 
produced  3,000,630  gallons  of  crude  oil,  part  of 
which  was  refined  into  gasoline.  This  could  prob¬ 
ably  be  increased,  but  there  is  a  lack  of  drilling 
and  refining  equipment.^’  At  present,  the  gasoline 
available  to  China  is  far  below  the  quantity  needed 
to  run  the  country’s  motor  transport  facilities,  in¬ 
adequate  though  they  are.  Efforts  have  been  made 
to  develop  gasoline  substitutes  through  the  installa- 

23.  Chang  Kia-ngau,  “Wartime  Reconstruction  .  .  .  ,”  cited, 
p.  396;  Greene  and  Phillips,  Transportation  and  Foreign  Trade, 
cited,  p.  155;  Voice  of  China  (New  York,  Chinese  News  Ser¬ 
vice,  mimeographed),  August  4,  1942;  Chen  Chia-keng,  “A 
‘South  Seas’  Chinese  Reports  on  the  Burma  Road,”  translated 
and  condensed  by  Y.  Y.  Hsu,  Pacific  Affairs,  December  1941, 
pp.  463-68:  Harold  C.  Davis,  “Transportation  on  the  Burma 
Road,”  Pacific  Affairs,  March  1942,  pp.  90-96. 

24.  China  and  fapan  (London,  Chatham  Hou.se  Information 
Paper  No.  21A,  1941,  3rd  cd.),  p.  147;  Owen  Lattimorc, 
“China’s  Turkistan — Siberian  Supply  Road,”  Paiific  Affairs, 
December  1940,  pp.  393-412. 

25.  Refining  equipment  which  was  en  route  from  Burma  was 
lost  as  a  result  of  the  Japanese  advance  early  in  1942. 
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tion  of  charcoal-burning  engines,  the  cracking  of 
tung  oil  to  secure  a  type  of  diesel  oil,  and  especially 
the  production  of  alcohol,  chiefly  from  Szechwan 
sugar.  Although  estimates  of  output  vary,  it  ap¬ 
pears  that  in  1940  Free  China  produced  at  least 
4,500,000  gallons  of  alcohol,  much  of  which  was 
used  as  a  motor  fuel  in  combination  with 
gasoline.^^ 

Railway  transportation  has  also  played  a  part  in 
Chinese  resistance,  although  most  of  the  country’s 
railways  were  lost  to  Japan  in  the  early  phase  of 
the  war,  and  supplies  via  the  valuable  line  from 
Yunnan  province  into  French  Indo-China  were  cut 
off  after  the  defeat  of  France  in  1940.  Today  China 
is  estimated  to  have  only  1,000  miles  of  railway  not 
lost  to  the  enemy  or  not  torn  up  in  order  to  pre¬ 
vent  the  Japanese  from  advancing.  This  includes 
construction  in  the  course  of  the  war,  beginning 
with  the  line  from  Hengyang  in  Hunan  to  Kweilin 
in  Kwangsi,  completed  during  1937-^  and  later 
extended.  Work  also  was  initiated  on  a  Szechwan- 
Yunnan  railway — a  section  running  northeast  from 
Kunming,  capital  of  Yunnan,  was  already  in  op¬ 
eration  in  1940 — and  on  a  Yunnan-Burma  railway, 
a  project  which  had  to  be  abandoned  after  the 
Japanese  invasion  of  Burma.  Much  of  this  construc¬ 
tion  was  carried  through  with  rails,  sleepers  and 
other  articles  torn  up  in  the  war  areas,  but  many 
miles  of  finished  or  half-finished  railway  em¬ 
bankments  still  await  the  acquisition  of  materials. 
Even  in  the  summer  of  1942,  some  railway  building 
was  said  to  be  going  on.  Yet  it  remains  a  fact  that, 
except  for  small  stretches  of  track,  the  whole  of 
west  China,  the  country’s  wartime  economic  base, 
is  almost  entirely  without  railways.^^ 

OUTSIDE  SUPPLIES  1  OR  FREE  CHINA 

To  what  extent  has  China  secured  supplies  from 
outside  national  territory  during  the  war?  This 
question  is  of  particular  importance  because  infla¬ 
tion  is  fundamentally  a  situation  in  which  the  note 
issue  more  and  more  outstrips  the  quantity  of 
goods  available  on  the  market.  It  is  not  the  total 

26.  china  After  Five  Years  of  War,  pp.  77,  96;  Barnett,  “Iso¬ 
lated  China,"  cited,  p.  168;  Christian  Science  Monitor,  October 
6,  1942;  H.  I).  Fonjt,  “Tbe  Prosjrccts  for  China’s  Industrializa¬ 
tion,”  Pacific  Affairs,  March  1942,  p.  59. 

The  interaction  of  different  phases  of  Chinese  economy  is 
indicated  by  the  fact  that  alcohol  production  problems  increased 
in  1941,  because  soaring  food  prices  led  to  a  shift  from  sugar 
to  rice  production.  The  sugar  acreage  fell  by  more  than  half. 
“After  Salt,  Sugar,”  cited,  pp.  28-29. 

27.  Christian  Science  Monitor,  October  6,  1942;  Chang  Kia- 
ngau,  “Wartime  Reconstruction  .  .  .  ,”  cited,  pp.  395-96;  Stein, 
“A  Journey  in  Szechwan,"  cited,  pp.  486-87;  Foreign  Commerce 
Weekly >  Msy  24,  1941,  p.  331;  China  After  Five  Years  of  War, 
p.  148;  "China’s  Economic  Position  in  1940,”  cited,  p.  7;  Voice 
of  China,  July  23,  1942;  Ihibert  Freyn,  “C'hina’s  Wartime  Base: 
The  Economic  Development  of  Szechwan  and  Sikang,”  cited, 
p.  418- 


number  of  yuan,  but  the  ability  of  the  mass  of  the 
holders  of  these  dollars  to  buy  commodities  with 
their  money  that  determines  whether  prices  shoot 
up  or  stay  at  a  reasonable  level.  In  highly  industrial¬ 
ized  and  economically  centralized  countries  ra¬ 
tioning  is  generally  employed  as  a  weapon  against 
inflation.  Since  this  has  not  been  possible  in  China, 
the  actual  physical  quantity  of  goods  is  of  unusual 
significance. 

No  statistical  statement  is  available  concerning 
Chinese  imports,  which  have  come  in  at  different 
times  by  air,  the  Burma  Road,  the  Chinese-Soviet 
highway,  the  Yunnan-Indo-China  railway,  and  in¬ 
numerable  water  and  land  routes  tapping  the  Jap¬ 
anese-controlled  areas.  Today  only  the  route  from 
the  Soviet  Union,  the  leaks  through  the  Japanese 
blockade  and  the  tenuous  air  channels  from  India 
remain,  although  work  on  new  overland  paths  into 
China  from  India  is  said  to  be  going  ahead.  The 
nature  of  the  commodities  required  by  the  Chinese 
is  indicated  by  the  following  leading  imports  over 
the  Burma  Road  in  1940,  listed  in  the  order  of 
their  importance;  motor  vehicles  and  parts,  iron 
and  steel  products,  electrical  appliances  and  scien¬ 
tific  instruments,  machinery  and  parts,  and  petro¬ 
leum  products.  These  formed  62.9  per  cent  of  the 
trade.  Other  significant  imports  were:  cotton  tex¬ 
tiles,  drugs  and  medicines,  copper  and  brass  prod¬ 
ucts,  chemicals,  lead  and  lead  products.^” 

Supplies  secured  through  the  enemy  blockade— 
often  with  the  connivance  of  corrupt  Japanese  au¬ 
thorities — have  played  a  far  greater  role  than  is 
commonly  realized.  In  December  1940  Major 
Evans  F.  Carlson  declared,  after  an  extensive  tour, 
that  he  had  seen  in  all  the  eastern  provinces  stores 
full  of  goods  of  “unknown  origin’’  from  Japanese- 
occupied  territory.  “I  saw,”  he  said,  “streams  of 
such  goods  coming  in  from  little  known  ports 
along  the  eastern  seaboard,”  and  “streams  of  trucks 
and  boats  carrying  China’s  natural  resources  out 
of  the  country:  tung  oil,  tungsten,  tin  and  tea.” 
Another  traveler  reported  in  the  summer  of  1941 
that,  along  a  40-mile  stretch  of  road  on  a  route  that 
began  near  Swatow,  he  observed  “literally  thou¬ 
sands  of  carriers  of  gasoline  and  kerosene  and  other 
goods  smuggled  inland  from  the  coast. 

Commodities  brought  in  through  these  loopholes 
greatly  exceeded  the  import  tonnage  over  the 
Burma  Road  in  both  1940  and  1941.  In  1942  with 
the  Burma  route  cut,  smuggling  from  coastal 
points  has  become  more  vital  than  ever  before. 
From  Japanese-controlled  territory  Free  China  is 
able  to  secure  some  cotton  yarn,  piece-goods,  knitted 
wear,  soap,  pins,  needles,  dyes,  and  other  items. 

28.  Foreign  Commerce  Weekh.  October  i8,  1941,  pp.  35'3^' 

29.  China  Weekly  Revieu’,  lunuary  ii,  1941,  p.  213;  Briggs 
“Journey  to  China’s  Capital,”  cited,  p.  304. 


It  is  essential  that  these  articles  be  available,  and 
yet  the  existence  of  the  traffic  not  only  increases 
Japan’s  prestige  and  economic  power  in  the  in¬ 
vaded  areas,  but  also  supplies  the  enemy  with 
valuable  commodities.  The  whole  problem  will  re¬ 
main  a  serious  one  as  long  as  China  is  limited  else¬ 
where  to  supplies  over  the  Chinese-Soviet  highway 
and  to  planes  from  India  which,  early  last  summer, 
were  bringing  in  only  “a  small  quantity  of  des¬ 
perately  needed  war  goods  of  limited  weight  and 
sizc.”5° 


such  credits  were  essentially  barter  arrangements 
under  which  China  was  to  receive  commodities 
more  rapidly  than  it  was  required  to  deliver  goods 
in  payment.  Since  the  beginning  of  the  war,  the 
United  States  Export-Import  Bank  has  lent  China 
US$120  million,  of  which  approximately  70  per 
cent  had  been  disbursed  by  March  1942,  although 
the  goods  had  not  all  been  received  in  China.  The 
terrhs  of  the  loans  specified  that  the  articles  were 
to  be  of  nonmilitary  nature.  This  prohibition,  even 
before  Pearl  Harbor,  did  not  apply  to  deliveries  un¬ 
der  lend-lease  but,  thus  far  at  least,  China  has  not  re¬ 


MEANING  OF  FOREIGN  LOANS 

This  sheds  light  on  the  value  of  the  various 
foreign  loans  to  China  in  the  course  of  the  war. 
Apart  from  those  extended  by  the  United  States 
and  Britain  for  currency  stabilization  purposes, 

30.  Christian  Science  Monitor,  July  13,  1942.  The  closing  of 
the  Burma  Road  marked  the  beginning  of  a  very  serious  phase 
in  Chinese  war  economy,  for  the  resulting  economic  and  psycho¬ 
logical  effects  were  out  of  all  proportion  to  the  actual  loss  of 
supplies  involved,  even  though  that  was  an  important  consid¬ 
eration.  After  waiting  many  years  for  military  allies  against 
hpan,  the  Chinese  government  and  public  were  deeply  dis¬ 
turbed  by  the  swift  Japanese  advances  following  Pearl  Harbor. 
Prices,  as  already  indicated,  shot  up  at  alarming  rates,  and 
hoarding  of  small  quantities  of  goods  by  ordinary  individuals — 
3s  contrasted  with  hoarding  by  landlords  and  merchants — be¬ 
came  increasingly  widespread.  While  representing  a  continuation 
of  previous  trends,  these  developments  pointed  to  a  great  feel¬ 
ing  of  alarm  within  Free  China. 


ceived  large  quantities  of  supplies  under  this  head.** 
The  Soviet  Union  has  extended  four  barter 
credits  to  China,  totaling  1,500  million  rubles,  a 
sum  perhaps  equivalent  to  US$300  million,  but  in 
any  case  exceeding  other  commodity  loans  to 
China.  These  credits  involve  the  delivery  of  Soviet 
mechanical  equipment  and  war  supplies  in  ex- 

31.  Tamagna,  “Financial  Problems  .  .  .  ,”cited,  p.  330.  The 
American  commodity  loans  include  US$25  million  in  December 
1938,  US$20  million  in  March  1940,  US$25  million  in  Sep¬ 
tember  1940,  and  US$50  million  in  December  1940  (half  of 
a  total  loan  of  US$100  million,  the  other  half  to  be  used  for  cur¬ 
rency  purposes).  The  first  three  loans  were  to  be  repaid  in  tung 
oil,  tin  and  tungsten  respectively,  and  the  fourth  in  antimony, 
tin  and  tungsten.  The  December  1938  credit  was  met  two  years 
ahead  of  schedule,  and  the  tin  loan  is  likewise  being  repaid 
more  quickly  than  required.  "The  Saga  of  Wood  Oil,"  China 
At  War,  July  1942,  pp.  34-37;  Foreign  Commerce  Weekly,  April 
II,  1942,  p.  10. 
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change  for  Chinese  tea,  wool,  tin,  tungsten,  hides 
and  skins,  and  other  products.  The  first  agreement 
was  concluded  in  October  1938  and  the  last  in 
December  1940.  China  had  probably  disbursed  only 
one-balf  by  the  time  of  the  Soviet-German  war. 
Neither  the  Chinese  nor  the  Soviet  deliveries  came 
entirely  by  way  of  tbe  northwest  highway;  in  fact, 
before  the  Pacific  War,  Hongkong  and  Rangoon 
in  Burma  received  the  bulk  of  the  traffic.^^ 

The  import  and  export  trade  before  Pearl  Harbor 
came  increasingly  under  the  control  or  influence 
of  the  Foreign  Trade  Commission  which,  through 
subsidiary  organizations,  handled  the  export  of 
tin,  wool,  tung  oil,  tea  and  bristles,  the  last  three 
of  which  it  alone  collected  and  exported.  Al¬ 
though  foreign  trade  was  clearly  a  subject  requir¬ 
ing  national  control,  questions  arose  concerning 
the  operation  of  the  system.  The  Third  National 
Financial  Conference  in  June  1941  recommended 
that  the  collection  and  purchase  of  merchandise  be 
simplified  and  accelerated,  that  the  government 
pay  “more  reasonable  prices  for  tbe  products  ac¬ 
cording  to  the  seasons,”  that  transport  facilities  be 
improved,  and  that  exjwrt  taxes  be  unified  and  re¬ 
duced,  with  arrangements  for  exemptions.^^ 

In  addition  to  the  products  already  mentioned, 
C'hina  exported  nut  galls,  sausage  casings,  herbal 
medicines,  and  Szechwan  silk.  According  to  a  state¬ 
ment  made  in  1940  hy  the  Minister  of  Economic 
Affairs,  20-30, wx)  tons  of  tin,  tungsten  and  an¬ 
timony  had  been  shipped  abroad  annually  despite 
enemy  interference.  Even  today  small  amounts  of 
Chinese  commodities  reach  the  outside  world,  for 
transport  planes  flying  into  China  from  India 
carry  back  raw  materials  for  the  United  States, 
while  exports  of  such  articles  as  wool  and  tea  to 
the  U.S.S.R.  continue  via  the  northwest.^^ 

'i’et  there  is  no  doubt  that  the  cessation  of  the 
major  part  of  the  country's  exports  is  a  serious 
matter  because  of  the  effects  on  the  Chinese  pro- 

Tine  iiiid  t'liiii,  “W.ir  and  Transportation  in  China,”  cited, 
p.  29;  11.  1).  I'on}!,  The  Po.<t-War  Industrialization  of  China 
(Washington,  1 National  Planning  Association,  June  1942), 
pp.  59-60;  “China's  Exports  Still  Move,"  China  At  War,  July 
1942,  p.  ^9;  Tamagna,  “Financial  Problems  .  .  .  cited, 
pp.  428-29. 

Other  commiKlity  loans  to  China  have  been  of  a  minor  char- 
.icter.  Hritain  extended  a  cretlit  of  500,000  in  December  1938 
(increased  to  3,500,000  in  June  1939)  for  the  development  of 
Clhinese  trade  and  communications  with  Purina.  A  £io-million 
loan  of  December  1940  was  to  be  divided  into  two  parts:  half 
for  general  supplies  and  half  for  currency  stabilization.  Tamagna, 
“Financial  Problems  .  .  .  ,”  cited,  p.  330. 

33.  Wartime  Economic  Dcrelopment  of  China,  cited;  “Mani¬ 
festo  of  the  Third  National  Finance  Conference,"  China  Quarter¬ 
ly,  Autumn  1941,  p.  550. 

34.  Wong  Wen-hao,  "Four  Years  of  Industrial  Reconstruction 
in  I'ree  China,"  China  Quarterly.  Autumn  1941,  p.  389;  Eoreign 
Commerce  Weekly,  April  12,  1941,  p.  58;  Sew  York  Herald 
'Trihune,  September  13,  1942. 


ducers  as  well  as  on  government  revenues.  The  an¬ 
nual  production  of  tung  oil,  the  leading  export,  is 
said  to  total  140,000  tons.  Of  this  the  government 
bought  50,000  tons  in  1941,  but  exported  only  half, 
A  semi-official  publication  declares  that  “thousands 
of  Chinese  farmers  would  go  bankrupt  if  the  Gov¬ 
ernment  were  forced  by  a  stagnant  export  mar¬ 
ket  to  stop  buying  wood  oil.”^’  Chungking  is 
therefore  accumulating  stocks  of  the  chief  export 
articles  for  shipment  abroad  when  transport  con¬ 
ditions  improve,  but  purchases  are  probably  at  a 
lower  level  than  previously.  Restrictions  of  the 
purchase,  storage  and  shipment  of  tung  oil— orig¬ 
inally  designed,  at  least  in  part,  to  prevent  this 
product  from  reaching  the  enemy — have  been  re¬ 
moved,  and  an  effort  is  also  being  made  to  develop 
the  home  market.  The  rule  requiring  a  permit  for 
the  export  of  tea  to  the  occupied  areas  has  likewise 
been  cancelled.  Wool,  it  is  said,  will  be  used  more 
widely  for  uniforms  and  blankets.^^ 

OBSTACLES  TO  INDUSTRIAL  DEVELOPMENT 

Industrially,  China  did  not  l>egin  the  war  under 
favorable  circumstances.  I'he  light  indu.stries  pre¬ 
dominated,  the  .scale  of  organization  was  small, 
capital  was  lacking,  and  imports  from  abroad  and 
the  prcxlucts  of  foreign  factories  in  China  offered 
.severe  competition.  Most  pre-war  projects  for  indus¬ 
trial  development  h.id  to  be  given  up  after  the  war 
began,  since  they  were  planned  for  areas  that  Japan 
either  .seized  or  threatened.  Of  the  five  main  in¬ 
dustrial  areas  below  the  Great  Wall,  only  one  was 
not  taken  over  completely  by  Japan.  The  few  ex¬ 
ceptions  to  the  general  coastal  concentration  of  in¬ 
dustry  were  plants  established  hy  the  provincial 
governments  of  Kwangsi  and  Shansi.^’ 

During  the  first  year  and  a  half  of  the  war  the 
government  helped  private  industry  to  transport 
equipment  and  materials  inland,  in  order  to  de¬ 
velop  the  southwestern  provinces  as  a  new  eco¬ 
nomic  ba.se  from  which  resistance  could  be  con¬ 
tinued  despite  the  loss  of  eastern  centers.  Special 
attention  was  given  to  industries  producing  war 
supplies  as  well  as  to  spinning  and  flour  mills.  Al¬ 
together,  approximately  i20,0(X)  tons  of  equipment 
have  been  moved  inland,  of  which  iron  and  steel 
production  equipment  accounted  for  slightly  more 
than  one-third,  and  spinning  and  weaving  equip¬ 
ment  for  slightly  less  than  that  figure.  Not  only 
was  the  total  quantity  involved  very  small,  but 

35.  china  .-It  War,  May  1942,  p.  14.  Tung  oil  is  also  known 
as  w(X)d  oil. 

36.  “China’s  Exports  Still  Move,"  China  At  War,  July  194^’ 
p.  39;  China  After  Fit  e  Years  of  War,  pp.  139-40. 

37.  Kate  E.  Mitchell,  Industrialization  of  the  Western  Pacific 
(New  York,  Institute  of  I’acilic  Relations,  1942),  pp.  II4'23J 
l-'ong,  “Tbe  Prospect  for  ('liina's  Inilustrialization,"  cited,  p.  45! 
Wartime  Economic  Dcrelopment  of  China,  cited. 
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ihe  various  types  of  machinery — for  example,  from 
the  famous  Hanyehping  iron  and  steel  works — were 
not  easily  put  in  operation.’*^ 

The  fundamental  laws  controlling  China's  eco¬ 
nomic  policy  are  the  Regulations  Governing  War¬ 
time  Administration  of  Agriculture,  Mining,  In¬ 
dustry  and  Commerce,  issued  on  October  6,  1938. 
In  connection  with  the  question  of  government 
enterprise.  Article  stated  specifically:  “The  Min¬ 
istry  of  Kconomic  Affairs,  in  order  to  meet  war¬ 
time  requirements,  may,  with  the  approval  of  the 
Executive  Yuan,  place  the  following  categories  of 
enterprises  under  government  operation  or  in¬ 
stitute  joint  operation  thereof  with  private  capital 
through  government  investment:  (a)  various  min¬ 
ing  enterprises  needed  in  wartime,  (b)  various  in¬ 
dustrial  enterprises  devoted  to  the  manufacture 
of  military  supplies,  and  (c)  electrical  enterprises.” 
There  was  also  an  effort  to  encourage  investment 
bv  overseas  Chinese.^^ 

THE  STATE  OF  CHINESE  INDUSTRY 

.Vccording  to  Wong  Wen-hao,  Minister  of  Eco¬ 
nomic  Affairs,  at  the  end  of  1940  there  existed  in  the 
whole  of  western  China  1,354  factories  (apparently 
privately  owned  plants)  with  a  capital  of  more 
than  ('N$io,ooo  and  over  ^0  workers,  employing 
[X)\ver.  In  addition  there  were  more  than  100  units 
ot  heavy  industry  under  the  National  Resources 
Commission.  (lovernmctit-owned  fiactories  were 
turning  out  electric  generators,  boilers,  gas  engines, 
electric  wire,  lam[)  hulhs,  ladio  tubes,  chemicals, 
and  military  and  ordinary  telephones.  Military 
equipment  was  being  produced  in  Szechwan  by 
arsenals,  the  Central  Machine  Shop  and  other  gov¬ 
ernment  plants.  Although  the  major  emphasis  has 
fallen  on  the  development  of  the  capital  province, 
Szechwan,  there  has  also  been  some  promotion  of 
enterprises  in  other  provinces,  generally  through 
the  establishment  of  official  provincial  development 
companies.'*" 

There  is  no  doubt  that  the  establishment  and 
development  of  industries  in  the  west  is  an  im¬ 
portant  phase  of  wartime  change  in  China,  but  the 
exact  significance  of  the  level  reached  is  in  doubt. 
There  is  more  than  a  tendency  in  the  literature  on 
the  subject  to  speak  in  terms  of  power  plants,  ma¬ 
lt*.  Mitchell,  Industrialization  of  the  Western  Pacific,  cited, 
PP-  'VonR,  “Four  Years  of  Industrial  Rcconstruc- 

lion  .  .  .  cited,  pp.  384-87;  William  Chanjj,  “Four  Years 
of  War-Time  China's  Industrial  Progress,”  China  Quarterly, 
Summer  1941,  p.  260. 

39-  Mitchell,  Industrialization  of  the  Western  Pacific,  cited, 
P.  134:  Yin,  “Wartime  Mobilization  of  Chinese  Capital,”  cited, 
P.  45":  Wartime  Economic  Deirlopment  of  China,  cited. 

40.  Mitchell,  Industrialization  of  the  Western  Pacific,  cited, 
PP-  i35-3t>:  Chani;,  “Four  Years  nt  VV.ir-Time  China’s  Industrial 
Progress,”  cited,  p.  260;  Freyn,  “C.hina’s  Wartime  Base  .  .  . 
sited,  p.  422. 


chinery  works  and  other  forms  of  industry  as  if 
these  words  had  the  same  meaning  as  in  highly 
industrialized  countries.  Similarly,  references  to 
the  capitalization  of  Chinese  companies  are  usually 
given  in  Chinese  dollars,  which  numerically  repre¬ 
sent  far  less  in  American  currency.  The  largest 
plant  in  Szechwan,  for  example,  is  capitalized  at 
CN$i20  million,  which  would  mean  some  US$6-7 
million  at  the  present  rate  of  exchange,  and  even 
less  in  terms  of  the  national  yuan's  internal  value.*** 

Probably  the  most  satisfactory  method  of  judg¬ 
ing  Chinese  industry  is  to  consider  production 
figures.  Between  1958  and  1940  Hour  production 
rose  from  1,710,000  bags  of  50  lbs.  each  to  3,400,000 
hags;  soap  from  99,000  boxes  of  100  pieces  each  to 
309,000  boxes;  matches  from  7,000  cases  of  7,200 
small  boxes  each  to  11,700;  and  paper  from  600  to 
1,800  tons.  Free  China’s  coal  output  rose  from 
3,668,000  tons  in  1937  to  5,716,000  in  1940.  Accord¬ 
ing  to  Minister  Wong  Wen-hao,  “the  generating 
capacity  of  the  electric  power  plants  in  the  south¬ 
western  provinces  has  been  increased  by  twenty- 
live  per  cent  over  the  year  19^7.  .  .  .”  He  has  also 
declared  that  industrial  production  (believed  to 
cover  all  economic  enterprises)  was  CN$7(X)  million 
in  1(1^8,  ('N$i,45o  million  in  19^9,  and  CN$5,4oo 
million  in  1940,  equivalent  to  a  real  increase  of 
about  10  per  cent  annually  in  terms  of  stable 
('hungking  wholesale  prices."*^ 

(a)nsideration  of  the  above  figures  reveals  that 
the  economic  progress  they  indicate  is  not  adequate 
to  meet  more  than  a  small  part  of  the  country’s 
wartime  needs.  This  impression  is  reinforced  by  a 
few  facts  concerning  two  major  industries:  iron 
and  steel,  and  cotton  textiles.  Pig  iron  production 
in  Free  China  is  said  to  have  risen  from  31,000 
tons  in  1937  to  ioo,o<x)  in  1940.  Of  this  total,  only 
15,000  tons  came  from  modern  blast  furnaces, 
chiefly  in  Szechwan,  while  not  all  of  the  pig  iron 
was  good  for  munitions.  It  is  clear  that  China  is 
faced  by  a  major  shortage  in  steel  production, 
despite  the  development  of  a  few  new  plants  of  a 
small  character.**^ 

The  textile  situation  is  equally,  if  not  more,  diffi¬ 
cult,  especially  in  view  of  the  serious  shortage  of 
cotton  in  the  northwest  and  southwest.  Before  the 

41.  “March  of  Inclustrializatif)n,”  China  At  War,  August  1942, 
|).  18.  It  must  be  noted  that  many  Chinese  companies  are  cap¬ 
italized  in  terms  of  older  price  levels,  at  which  the  yuan  had  a 
higher  value,  but  this  does  not  alter  the  general  validity  of  the 
point  made  above. 

42.  Fong,  “The  Prospect  for  China’s  Industrialization,”  cited, 
p.  59:  Wong,  “Four  Years  of  Industrial  Reconstruction  in  Free 
(3hina,”  cited,  pp.  385-86;  Tamagna,  “Financial  Problems . . . ,” 
cited,  p.  332. 

4;.  F'ong,  “The  Prospect  for  China’s  Industrialization,”  cited, 
p.  s<>;  Freyn,  “China’s  Wartime  Base  .  .  .  ,”  cited,  pp.  419,  421; 
Mitchell,  Industrialization  of  the  Western  Pacific,  p.  138;  “Self- 
Sulliciency  and  Socialization,”  China  At  War,  May  1942,  p.  50. 
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war,  Szechwan,  Yunnan  and  Kweichow  produced 
only  4  per  cent  of  the  country’s  cotton  crop.  To¬ 
day,  despite  a  considerable  expansion  of  cotton 
acreage  and  a  moderate  rise  in  the  average  yield, 
production  in  Free  China  remains  inadequate.  Be¬ 
fore  the  war  there  were  no  modern  spinning  and 
weaving  plants  in  the  interior.  In  1941  the  Min¬ 
ister  of  Economic  Affairs  declared  that  more  than 
220,000  spindles  had  been  moved  inland,  of  which 
120,000  were  already  in  operation,  producing  70,000 
bales  of  yarn  annually.  He  also  estimated  that  Free 
China  needed  to  import  an  annual  minimum  of 
130,000  bales  of  cotton  yarn  and  1,000,000  bolts 
of  cloth  to  supplement  domestic  production.  There¬ 
fore,  despite  the  considerable  amount  of  handi¬ 
craft  spinning  and  weaving,  a  serious  situation  for 
the  livelihood  of  the  people  exists.^^ 

PLIGHT  OF  COOPERATIVES 

There  was  hope  for  a  time  that  some  of  the  de¬ 
ficiencies  of  China’s  modern  industry  might  be 
made  up  by  the  Chinese  Industrial  Cooperatives, 
formed  in  the  latter  part  of  1938.  The  theory  was 
that  small  productive  enterprises  in  the  guerrilla 
areas,  the  war  zones  and  the  deep  interior,  would 
turn  out  substantial  quantities  of  daily  consump¬ 
tion  goods  through  the  use  of  simple  machinery 
or  handicraft  methods.  The  original  plan  called 
for  an  anti-Japanese  economic  network  of  30,000 
cooperatives  which  would  make  China  indepen¬ 
dent  of  goods  from  Japanese<ontrolled  territory. 
Both  politically  and  economically  the  cooperatives 
were  intended  as  an  answer  to  Japanese  occupation 
of  vital  coastal  areas. 

Unfortunately,  this  movement,  although  receiv¬ 
ing  much  support  from  abroad,  especially  in  the 
United  States,  has  faced  not  only  normal  technical 
and  economic  problems  of  organization  and  opera¬ 
tion  but  political  difficulties,  generated  in  circles 
which  fear  any  organization  not  under  strict  cen¬ 
tral  control.  The  government  granted  CN$5  mil¬ 
lion  as  an  initial  capital  in  1938,  but  by  the  autumn 
of  1939  only  CN$2  million  had  been  paid.  By  1941 
the  total  capital  was  CN$ii  million  but,  as  a  result 
of  the  inflation,  this  was  less  than  the  original 
CN$5  million.  According  to  a  decision  of  the 
Executive  Yuan  in  July  1942,  the  cooperatives  were 
to  receive  a  total  of  CN$30  million  at  the  rate  of 
CN$5  million  a  month  during  July-December. 
This  apparently  went  hand  in  hand  with  in- 

44.  Wartime  Economic  Development  of  China,  cited;  “China’s 
liconomic  Position  in  1940,"  cited,  p.  4;  Wong,  “Four  Years  of 
Industrial  Reconstruction  in  Free  China,"  cited,  p.  387;  “Changes 
in  China's  Wartime  Industry,”  China  At  War,  August  1942, 
p.  is;  ('hang,  “F'our  Years  of  War-Time  ('hina’s  Industrial  Pro¬ 
gress,"  cited,  p.  266;  Freyn,  “('hina’s  Wartime  Base  .  .  . 
cited,  p.  423;  China  Weekly  Review,  May  10,  1941,  p.  305. 
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creased  governmental  control  over  the  organiza- 
tion.'^’ 

By  the  autumn  of  1940  there  were  2,300  coopera¬ 
tives  under  70  branch  headquarters.  Their  activities 
included  weaving,  spinning,  knitting,  printing, 
transport,  tanning,  and  the  production  of  flour, 
paper,  glass,  iron  and  gold,  as  well  as  medical  sup¬ 
plies,  uniforms,  blankets  and  grenades  for  the 
Army.  As  a  result  of  the  shortage  of  operating 
capital  and  the  rising  prices  of  essential  raw  ma¬ 
terials,  the  cooperatives  were  obliged  to  consolidate. 
Many  of  the  branches  were  reorganized  or  com¬ 
bined,  and  a  few  were  dissolved.  On  December 
21,  1941  there  were  1,737  cooperatives,  with  23,088 
members  and  a  monthly  production  of  CN$i4,- 
478,792.  If  experimental  and  other  factories  mak¬ 
ing  Army  blankets  are  added  to  these  figures,  pro¬ 
duction  would  be  raised  to  approximately  CN$30 
million,  while  inclusion  of  preparatory  members 
and  apprentices  would  treble  the  membership.^ 
OBSTACLES  TO  INCREASED  PRODUCTION 

In  connection  with  industry  in  general,  it  is  im¬ 
portant  to  realize  that  the  development  of  Free 
China  has  CKcurred  despite  many  obstacles,  some 
of  long  standing,  others  of  wartime  origin.  Mineral 
resources  often  lie  far  from  the  industries  that  need 
them,  agriculture  is  not  coordinated  with  indus¬ 
try,  and  there  is  a  grave  lack  of  industrial  labor,  as 
well  as  of  managers  and  technical  personnel.  En¬ 
gineers,  for  example,  are  so  scarce  that  graduates 
have  difficulty  in  deciding  what  positions  to  choose. 
Of  700  leading  industrial  plants  in  Szechwan,  220 
were  found  short  of  equipment,  187  of  capital,  and 
64  of  technical  personnel,  while  many  faced  a 
serious  problem  of  power  supply.  China,  it  is 
true,  is  said  to  have  imported  at  least  20,000  tons 
of  new  machines  and  machine  tools  (presumably 
up  to  the  end  of  1940),  but  this  is  merely  a  drop 
in  the  bucket.  Furthermore,  since  almost  all  signi¬ 
ficant  industrial  establishments  furnish  food  and 
living  quarters  for  their  employees,  increased  rice 
prices  present  a  threat  to  production.  In  the  sum¬ 
mer  of  1941  some  manufacturers  almost  closed 
down  because  they  could  not  raise  their  charges 
enough  to  cover  higher  fotxl  costs,  but  were  able 
to  resume  at  full  capacity  after  a  fall  in  the  price 
of  rice.  There  also  are  .serious  shortages  of  raw 
materials,  indicated  by  the  fact  that  early  in  1942 
surgical  needles  were  being  made  from  the  spokes 
of  outworn  wheels.^’ 

45.  Mitchell,  Industrialization  of  the  Western  Pacific,  cited, 
pp.  140-41;  Voice  of  China,  July  24  and  27,  1942;  ‘The  Chinese 
Cooperatives,"  The  Nation  (New  York),  cSctober  10,  19421  PP' 
.??V34;  October  31,  1942,  p.  459;  November  7,  I942>  P-  463- 

46.  Mitchell,  Industrialization  of  the  Western  Pacific,  p.  I39j 
China  After  Fire  Years  of  War,  chap.  IX,  “('hinese  Industrial 
('iK)perativcs,”  by  (ieorjje  A.  Filch  and  Hubert  Lian>;. 

47.  Brifjgs,  "lourney  to  ('hina’s  Capital”  (second  part),  China 
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Some  emphasis  must  be  placed  on  lack  of  funds 
as  a  factor  in  China’s  industrial  difficulties  during 
the  war,  for  the  flight  of  Chinese  capital  from 
Chungking  and  other  points  in  the  interior  to 
Shanghai,  Hongkong  and  the  United  States — at 
least  through  the  summer  of  1940 — had  important 
effects  on  the  development  of  production.  Accord¬ 
ing  to  and  Commerce  (Shanghai)  of  Feb¬ 

ruary  12,  1941,  it  was  thought  that  between  US$200 
and  $300  million  of  private  capital  had  gone  from 
China  to  the  United  States.  Chinese  money  in 
Hongkong  was  estimated  at  HK$6oo  million,  and 
Shanghai  deposits  with  foreign  banks  (chiefly  in 
foreign  currencies)  at  about  CN$i,300  million. 
This  means  that  during  years  when  it  was  rela¬ 
tively  easy  to  translate  money  capital  into  supplies, 
large  portions  of  China’s  financial  resources  lay  in 
areas  outside  Free  China  and  were  not  available 
for  national  development.  At  the  same  time,  the 
widespread  use  of  surplus  capital  inside  Free  China 
for  hoarding  and  speculation  has  not  only  deprived 
industry  of  capital  hut,  by  encouraging  an  infla¬ 
tionary  rise  in  prices,  has  had  unfavorable  effects 
on  production  costs.*** 

FOOD  SHORTAGE — ARTIFICIAL  OR  NATURAL? 

The  food  problem  of  Free  China  hinges  on 
two  factors:  the  size  of  the  crop  and  the  quantities 
available  in  the  market.*^  During  the  first  three 
years  of  war  there  were  two  especially  good  har¬ 
vests  (in  1938  and  1939),  and  food  prices  were  very 
stable.  The  1940  rice  harvest,  however,  was  esti¬ 
mated  officially  at  only  59  per  cent  of  1939,  while 
unofficial  sources  gave  a  lower  figure.  Because 
food  prices  first  began  to  soar  at  this  time,  some 
analysts  said  that  subsequent  rice  difficulties  were 
the  result  of  an  actual  shortage,  which  had  in  turn 
accelerated  the  upward  movement  of  other  prices. 

Weekly  Review,  August  i6,  1941,  p.  338;  ‘‘March  of  Industrial¬ 
ization,”  China  At  War,  August  1942,  pp.  19-20;  Wong,  ‘‘Four 
Years  of  Industrial  Reconstruction  in  Free  China,”  cited,  p.  388; 
Barnett,  “Isolated  China,”  cited,  pp.  168-69;  Foreign  Commerce 
Weekly,  October  18,  1941,  p.  13. 

48.  China  Weekh  Review,  January  18,  1941,  p.  240;  Tamagna, 
Ranking  and  Finance  in  China,  cited;  Foreign  Commerce  Week,- 
/y.  July  5,  1941,  p.  6;  “Changes  in  China's  Wartime  Industry,” 
China  At  War,  August  1942,  p.  14. 

49.  Tamagna,  “Financial  Problems  cited,  p.  334;  For¬ 

eign  Commerce  Weekly,  April  26,  1941,  p.  150;  Pao-San  Ou, 
“Recent  Discussion  on  China’s  Food  Problem,”  Pacific  Affairs, 
September  1942,  pp.  345-46;  Sheng  Tsung-han,  “The  Food 
Supply  and  Price  of  Rice  in  Szechwan,”  cited. 

Although  the  1942  harvest  is  reported  in  general  to  have 
l>«n  satisfactory,  a  severe  famine  developed  during  the  summer 
in  Honan  province,  east  central  China,  as  the  result  of  pro¬ 
longed  drought,  spring  frosts,  locust  plagues,  and  a  brief  Jap- 
>nesc  invasion  of  some  districts  in  1941,  causing  the  abandon¬ 
ment  of  harve.sts.  Transport  difficulties  make  it  impossible 
really  to  meet  such  a  situation,  which  represents  a  new  strain 
on  China's  already  overburdened  economy.  New  York  Times, 
fktol)tr  18,  20,  1942;  New  York  Herald  Tribune,  October  19, 
io,  1942;  Christian  Science  Monitor,  October  21,  1942. 


An  opposite  view,  however,  finally  prevailed.  Sheng 
Tsung-han,  deputy  director  of  the  National  Agri¬ 
cultural  Research  Bureau,  pointed  out  that  al¬ 
though  a  serious  drought  in  the  summer  and  au¬ 
tumn  of  1936  and  the  spring  of  1937  caused  a  near¬ 
famine  in  Szechwan,  the  price  of  rice  remained 
essentially  stable. 

No  one  now  denies  that  landlords  and  merchants 
who  have  garnered  large  wartime  profits  follow 
the  old  practice  of  hoarding  instead  of  making 
bank  deposits  or  buying  government  bonds.  They 
are  encouraged  to  put  away  rice,  since  alternative 
means  of  investment  are  clearly  limited:  silver  has 
been  nationalized,  opium-growing  has  been  greatly 
checked,  speculation  in  foreign  exchange  is  sub¬ 
ject  to  control,  and  investment  in  industry  is  less 
profitable  than  speculation  and  hoarding.  These 
practices,  which  were  already  in  operation,  re¬ 
ceived  added  impetus  from  the  crop  difficulties  of 
1940.  A  striking  illustration  of  the  true  state  of 
affairs  appears  in  the  fact  that  rice  on  the  market 
was  especially  scarce  in  the  fertile,  well-irrigated 
Chengtu  plain,  which  suffered  least  from  the  crop 
failure.  In  this  area  particularly  powerful  land¬ 
lords  were  able  to  hold  on  to  their  stocks  despite 
government  objection.’® 

It  cannot  be  said  that  the  government  has  really 
come  to  grips  with  the  rice  problem,  which  is  a 
matter,  first  of  all,  of  finding  ways  to  force  land¬ 
lords  and  merchants  to  dispose  of  their  hoarded 
stocks  so  that  an  artificial  shortage  will  not  exist 
on  the  market.  Many  actions  of  a  temporizing 
character  have  been  taken.  In  August  1940  the 
National  Food  Administration  was  established  to 
stop  manipulation  and  hoarding,  and  handle  food 
supply  problems  in  general.  On  December  23, 
1940  a  former  Mayor  of  Chengtu  was  executed  for 
hoarding,  and  it  was  announced  that  the  death 
penalty  would  be  exacted  for  such  practices.  Regu¬ 
lations  were  issued  for  the  registration  of  rice 
holdings,  for  licensing  rice  dealers  and  encourag¬ 
ing  food  production.  Government  spokesmen,  in¬ 
cluding  the  Generalissimo,  attacked  the  rapacious 
gentry,  certain  district  magistrates  were  dismissed, 
and  a  high  official  advocated  the  state  collection 
and  distribution  of  rice.  Nevertheless,  in  the  judg¬ 
ment  of  an  American  observer  early  in  1941,  “far 
from  ameliorating  the  situation,  official  activities 
have  in  all  too  many  instances  accentuated  the  seri¬ 
ousness  of  the  problem.”’* 

50.  Pao-San  Ou,  “Recent  Discussion  .  .  .  cited,  pp.  347-50; 
Stein,  “China’s  Price  Problem,”  cited,  p.  331.  Army  requisition¬ 
ing  has,  in  certain  areas,  aggravated  existing  local  food  shortages. 

51.  Foreign  Commerce  Weekly,  April  12,  1941,  p.  56.  Sec  also 
Commerce  Reports,  August  17,  1940,  p.  697;  China  Weekly 
Review,  January  4,  1941,  p.  157;  ibid.,  March  8,  1941,  p.  30; 
Hugh  Dt-anc,  “Scarcity  Hrteds  Repression — (China’s  Economic 
Problem,”  Amerasia  (New  York),  August  1941,  pp.  253-54. 
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LAM)  TAX  IN  KIND 

The  most  important  step  taken  by  Chungking 
has  been  the  conversion  of  the  land  tax  in  cash 
into  a  tax  in  kind,  collected  by  the  national  govern¬ 
ment  and  not,  as  previously,  by  provincial  govern¬ 
ments.  The  fact  is  that  in  1940  landowners  were  still 
generally  required  to  pay  only  the  same  number 
of  Chinese  dollars  in  land  taxes  as  before  the  war, 
despite  the  enormous  rise  in  the  price  of  rice.  The 
government  was  therefore  moved  to  consider  the 
possibility  of  collecting  grain  instead  of  money — 
a  step  which  was  apparently  urged  by  Lauchlin 
('urrie.  President  Roosevelt’s  representative,  when 
he  visited  ('hina  early  in  1941.  Subsequently,  at  a 
Kuomintang  Central  Executive  Committee  session 
in  early  April,  Chiang  Kai-shek  introduced  a  reso¬ 
lution  to  this  effect  and  stated:  “The  receipts  from 
land  tax  can  be  increased  to  four  times  the  present 
figure.”  The  final  step  was  taken  at  the  Third 
National  Financial  Conference  in  Chungking  in 
mid-lune  1941,  although  there  was  considerable 
behind-the-scenes  opjiosition.  (Jeneral  living  con¬ 
ditions  were  probably  decisive:  rice  prices  were  ris¬ 
ing  almost  daily,  farmers  refrained  from  selling, 
profiteers  hoarded,  and  in  (diungking  queues  lined 
up  to  buy  “fair  price  rice.”  Almost  all  the  news- 
pa|)crs  had  articles  on  the  finxl  problem,  meetings 
were  held,  and  rice  was  the  chief  topic  of  conver¬ 
sation.’’^ 

As  a  parallel  measure,  since  the  land  tax  was  not 
expected  to  yield  large  quantities  of  grain  the  first 
vear,  the  government  decided  to  buy  necessary 
foodstuffs  direct  from  the  large  producers  and 
landlords,  partly  with  cash  and  partly  with  Foixl 
Treasury  Notes  (30  and  70  per  cent,  respectively), 
which  were  to  be  legally  acceptable  in  payment  of 
future  land  taxes.  In  the  collection  drive  that  began 
in  September  1941,  the  Szechwan  quota  was  ac¬ 
tually  exceeded,  but  other  provinces  fell  short.  In 
1942  the  national  t]uoia  was  increased.'’ 

Although  the  land  tax  in  kind  and  compulsory 
purchases  constituted  only  a  small  percentage  of 
the  total  rice  and  wheat  crop,  the  op|X)sition  of  the 
landlords  was  intense.'’*  In  fune  1942,  for  example, 
the  Creneralissimo  was  obliged  to  attack  the  “very 

I'or  t(\t  of  ('hianjj's  April  rcMilution  and  the  Manifesto  of 
the  't  hird  National  l  inannal  ('onfirence,  sec  China  Quarterly, 
Autumn  ic^^i,  pp.  54t-Si.  respectively.  See  also  China 

Weekly  Review,  October  ii,  1041,  p.  177;  November  S,  1941, 
p.  2S9.  I )( spite  small  returns  at  present,  the  land  tax  in  kind 
may  eventually  be  the  most  important  element  in  balancing 
the  Chinese  budget. 

S't-  (.hind  Weekly  Revieu,  (Xtober  it,  1941,  p.  177:  Voice  of 
China,  Septiinbir  2H,  1942;  “Procuring  Food  for  China's 

.\rui\,’'  China  .It  H'ar,  August  1942,  p,  2b. 

'i.fa.  line  obiesud  patiuul.irlv  to  the  lompulsorv  purchase 
liatun  and  the  tail  that  the  pin*  sit  b>  the  government  was 
distinctK  bi  low  the  market  level. 


small  minority  of  rich  landowners  who  grumble  at 
the  slightest  increase  in  the  amount  of  food  re¬ 
quired  of  them  and  who  attempt  evasion.”  He  de¬ 
clared  categorically  that  food  difficulties  “do  not 
turn  upon  any  question  of  lack  of  food  but  simply 
and  solely  upon  ways  and  means  of  control  and 
distribution.”'^  Nevertheless,  according  to  a  writer 
in  the  official  Kuomintang  newspaper,  the  1941 
collection  in  kind  was  a  success,  as  a  result  of  the 
government’s  firm  mobilization  for  the  drive  and 
the  patriotic  support  of  the  people.  He  finds,  on 
the  other  hand,  that  the  peasants  lost  much  time 
because  of  the  complicated  procedure  and  the  lack 
of  collection  offices,  and  that  official  corruption 
appeared.  He  also  states  that  the  tax  in  kind 
weighed  far  more  heavily  on  small  owners  than 
landlords,  thereby  encouraging  “greater  concentra¬ 
tion  of  landed  properties  and  the  intensification 
of  the  landlord’s  exploitation.”" 

At  the  same  time  the  government  .sought  to  fight 
hoarding  and  speculation  hy  coaxing  surplus  cap¬ 
ital —  the  so-called  “floating  funds”  —  into  other 
channels.  It  is  estimated  that  in  the  spring  of  1940 
such  funds  totaled  ('N$3(X)  million  in  ('hungking, 
and  ('N$4,o(M)  million  in  the  whole  interior.  In 
Oecember  1941  various  regulations  were  i.ssucd  in 
('hungking  to  reduce  speculation,  but  apparently 
without  effect.  Therefore,  in  April  1942  the  Na¬ 
tional  (iovernment  decided  to  use  US$200  million 
of  a  US$500-million  loan — accepted  the  previous 
month  from  the  United  States'^’ — as  a  foreign  cur¬ 
rency  base  for  the  issuance  of  Savings  Deposit 
('crtificatcs  and  Allied  Victory  bonds,  which  were 
to  be  .sold  in  the  ('hinese  market  for  national  cur¬ 
rency.  A  drive  was  made  to  secure  the  support  of 
officials  and  wealthy  persons,  but  the  results  have 
not  been  satisfactory.  In  September  a  government 
spokesmen  declared  that  the  campaign  would  be 
pushed  with  quotas  for  provinces  and  towns.’’ 

S4.  I'lir  abstract  of  ('hianjj’s  address,  see  China  At  War, 
August  1942,  pp.  ss-59. 

SS-  l-i'i  Kiio-miriK,  “A  Study  of  the  I'irst  Year  of  Tax  in 
Kind,"  ('.httn^  Yanfi  jih  Pan  (('entral  Daily  \ews,  ('hunjjking), 
August  1-2,  1942.  1  am  indebted  to  Mr.  Hsu  Yung-ying  of  the 
Institute  of  Pacific  Relations,  who  very  kindly  made  available 
a  summary  of  this  material. 

Concerning  corruption,  the  f ieneralissimo  stated  in  the  siicech 
mentioneil  above  that  “all  officials  eng.ageil  in  fomi  adminis¬ 
tration  should  cultivate  habits  of  strict  frugality  and  never  forget 
that  the  fiKxl  they  arc  handling  has  been  produced  by  the  hard 
Work  of  the  pi.-oplc.”  He  urged  focKi  administrators  to  “keep 
a  close  watch  over  your  subordinates.” 

sb.  .\  British  loan  of  /"so  million  was  offered  at  the  same 
time.  The  effects  of  the  American  credit  must  be  chiefly  psycho¬ 
logical  as  long  as  trade  conditions  do  not  permit  use  of  part  of 
the  sum  for  goods.  It  cannot  be  cmphasi7ed  too  much  that  the 
chief  value  of  foreign  loans  to  ('hina  lies  in  the  extent  to  which 
the  money  can  be  translateil  into  commiHlity  imports. 

S7.  lamagna.  Hanking;  amt  liname  in  China,  cited,  and  be 
nanii.il  Probliins  .  .  .  ,”  citeil,  p.  ^^4;  \iw  York  limes,  ini) 
20,  September  18,  1942:  Voite  of  China,  May  18,  1942. 
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VEED  FOR  INCREASED  FARM  PRODUCTION 

Although  solution  of  the  food  problem  requires 
that  hoarded  supplies  be  forced  into  the  market, 
an  increase  in  agricultural  production  is  also  neces¬ 
sary.  Present  output  is  low,  partly  because  of  tech¬ 
nical  backwardness — the  inadequacy  of  measures  to 
prevent  floods,  reclaim  land,  develop  transport, 
and  fight  plant  diseases — and  partly  because  of 
social  conditions  under  which  the  peasantry  pays 
the  maximum  in  rents,  interest  rates,  prices  and 
rquisitions  to  landlords,  money-lenders,  merchants 
and  officials.  The  peasant  clearly  lacks  both  the 
means  and  the  incentive  to  increase  production, 
especially  since  the  landlord  would  presumably 
turn  any  rise  in  the  crop-yield  to  his  own  advantage. 

The  government  has  approached  the  problem 
from  a  technical  point  of  view.  This  is  important 
because  all  suggestions  for  the  improvement  of 
Chinese  agriculture  run  up  against  the  obstacle 
of  insufficient  farm  credit.  The  Agricultural  Credit 
Administration  has  therefore  made  loans  to  Chinese 
farmers  totaling,  for  example,  CN$209.5  million  in 
1940,  and  CN$49S.6  million  in  1941.  Yet,  if  these 
sums  arc  translated  into  United  States  dollars  (the 
loan  total  of  CN$4(9S.6  in  1941  equalled  not  more 
than  US$25  million),  it  is  apparent  that  the  credits 
extended  are  pitifully  inadequate  in  relation  to  the 
agricultural  needs  of  the  millions  of  peasants,  who 
almost  invariably  are  unable  to  secure  enough 
credit  or  to  get  it  on  time.’* 

Much  has  been  done  during  the  war  to  encourage 
the  planting  of  tung  trees  for  tung  oil,  and  to  ex¬ 
pand  the  acreage  devoted  to  cotton,  wheat,  rape- 
seed,  rice  and  other  crops.  In  part,  this  has  been 
a  matter  of  diverting  land  already  cultivated  to 
new  uses,  hut  there  has  also  been  an  effort  to  raise 
the  crop-yield  per  unit  of  land  through  irrigation, 
fertilization,  and  the  intrcxluction  of  improved 
varieties,  as  well  as  by  bringing  unused  land  into 
cultivation.  The  most  important  technical  method 
of  increasing  production  is  by  irrigation,  which 
historically  has  been  a  major  factor  in  Chinese 
agriculture.” 

SOCIAI.  PROBLEMS  OF  AGRICULTURE 

One  cannot  go  far  in  the  discussion  of  the  tech¬ 
nical  aspects  of  ("hinese  agriculture  without  com¬ 
ing  up  against  social  difficulties,  for  policies  of  ir¬ 
rigation,  control  of  plant  disease  and  fertilization 

I  amaf'n.T,  liani:in^  and  linancc  in  China,  citrd;  China 
■^llrr  lire  Years  oj  H'ar,  p.  121;  Huik,  Af>rii  idfiirai  Survey, 
itfd. 

59-  C.  Y.  W.  McriR,  “Futurr  of  ('Itin.i’s  \V'<hm1  Oil  .and  Silk 
Industries,”  China  Weekly  Kevteiv,  July  12,  H)t'.  PP-  iSo-Si; 
China  After  live  Years  of  War,  pp.  i  ■57-^1;  \eiv  York  Times, 
lifptfmbcr  18  .nnd  26,  H)42;  Yi<  h  'rsimjr-kao,  “Rural  Rcton- 
'truciion  in  Free  ('hina,”  The  Central  Bank  of  China  Btdletin, 
■tutumn  1941,  pp.  361-68. 


are  all  necessarily  realized  in  terms  of  the  relations 
of  tenants,  landlords,  small  owners,  merchants, 
money-lenders  and  officials.  One  great  problem,  for 
example,  lies  in  bringing  tenants  as  well  as  land¬ 
lords  and  rich  farmers  into  the  agricultural  co¬ 
operatives.  Under  existing  circumstances,  coopera¬ 
tive  and  other  credit  is  often  given  to  landlords  at 
reasonable  rates  of  interest  and  then  re-lent  by 
them  to  the  peasants  at  usurious  rates.  According 
to  one  writer,  a  sample  survey  in  Shensi  province 
revealed  that  only  0.2  per  cent  of  cheap  rural  credit 
went  to  the  tenants.  In  particular  areas  remedial 
steps  have  occasionally  been  taken,  hut  these  dis¬ 
tricts  have  generally  been  for  “model  and  demon¬ 
stration”  purposes  and  are  therefore  not  typical.^ 

CENTRALIZED  OR  DECENTRALIZED  CONTROL? 

In  all  its  economic  activities  the  National  Gov¬ 
ernment  has  followed  the  concept  of  centralized 
control.  Intellectually,  this  has  caused  no  difficul¬ 
ties,  since  the  theory  of  laissez  fatre  has  not 
been  powerful  in  China;  but  there  has  been  much 
discussion  concerning  the  operation  of  the  policy 
as  well  as  its  appropriateness  for  a  country  in 
China’s  stage  of  development.  The  proponents  of 
strong  central  control,  found  chiefly  in  official  cir¬ 
cles,  declare  that  their  policy  is  essential  in  a  coun¬ 
try  at  war.  Critic.s,  however,  assert  that  China  docs 
not  possess  the  economic,  political  or  administrative 
power  for  such  a  course,  hut  must  seek  its  economic 
objectives  by  means  different  from  those  used  by 
highly  industrialized  nations.*^'  Pointing  out  that 

60.  I)c.nnc,  “Scarcity  Ilrmls  Repression,”  citeil,  p.  Stein, 

"A  Journey  in  Szechwan,”  cited,  pp.  493  ff. 

Socially,  little  has  been  ilone  outsi<le  the  guerrilla  areas,  the 
Northwest  Horder  District,  and  perhaps  Kwangsi  province.  A 
rare  instance  of  improved  rural  smial  conditions  elsewhere — - 
brought  about  by  a  modern,  enlightcnc«l  official  with  a  clear-cut 
reform  program — is  found  in  a  district  of  southern  Kiangst 
over  which  Uhiang  Ching-kuo,  the  (leneralissimo’s  elder  son, 
was  app<iinted  Ailministrator  several  years  ago.  He  reports  that 
when  he  first  came  to  the  area,  he  found  it  ritlden  by  opium¬ 
smoking,  gambling,  prostitution,  banditry  and  the  “over-power¬ 
ing  dotninance  of  the  feurlal  forces  of  the  landed  iiolitical  bosses 
and  wicked  gentry.”  When  he  went  to  arrest  the  le.ading  land¬ 
lord  of  the  district — known  locally  as  “the  tiger” — no  one, 
peasant  or  official,  would  willingly  lead  him  to  the  residence, 
('.hiang  ('hing-kuo.  Chin  Jih  Ti  Kan  Kan  (Southern  Kiangsi 
Today,  Kanhsien,  Kiangsi;  introcluction  dated  .September  is. 
1940),  pp.  16-17.  A  summary  of  this  has  been  made  available 
by  Mr.  llsu  Yung-ying. 

61.  The  Ta  Kuna  I’ao,  (China’s  leading  newspaper,  some  time 
ago  declared  that  the  official  ailministrative  cost  of  preparing 
tea  for  ex|xirt  exceeded  the  value  of  the  product.  I  Isu  \  ung-ying, 
“Oitics  of  Fconomic  Control  in  (Ellina,”  Tatifu  .Iff airs,  June 
1942,  pp.  222-29. 

In  connection  with  price-fixing,  an  expert  of  the  (T-ntral  Bank 
of  ('.hina  has  referred  to  the  importance  ot  economic  organiza¬ 
tions:  “.As  long  as  there  is  no  'trade  union’  which  can  direct 
the  .activities  of  the  merchants  of  the  whole  country,  and  as  long 
as  (Chinese  labourers  arc  not  organized  into  their  proper  unions, 
any  attempt  to  enforce  economic  control  will  be  handicapped.” 
(',.  II.  Chu,  “The  I’rice-F'ixing  Policy  of  Wartime  (^hina,”  China 
{Quarterly,  Summer  1941,  p.  303. 
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china’s  war  economy 


China  lacks  a  clear-cut  money  economy,  a  well- 
organized  transport  system,  and  an  adequate  de¬ 
gree  of  industrialization,  they  argue  that  the  short¬ 
age  of  trained  technical  personnel,  the  great  variety 
of  weights  and  measures,  the  lack  of  business 
machines,  and  the  absence  of  organizations  of  the 
leading  economic  groups  in  the  population  all  tend 
to  make  centralization  economically  unwise. 

CONCLUSION 

Previous  pages  have  emphasized  China’s  eco¬ 
nomic  difficulties  because  these  problems  of  our 
ally  are  not  yet  appreciated  sufficiently  by  the 
American  public,  and  because  these  are  some  of  the 
conditions  that  oblige  China  to  fight  a  holding  war 
instead  of  taking  the  offensive.  Yet,  it  is  also  im¬ 
portant  not  to  lose  sight  of  the  central  fact  of  the 
whole  Far  Eastern  situation — that  for  over  five 
years  the  growing  Chinese  nation  has  been  able 
to  maintain  itself  against  a  powerful  world  ag¬ 
gressor.  Evidently,  despite  economic  weaknesses, 
the  Chinese  war  effort  has  a  solid  basis  in  national 
unity  and  morale. 


It  must  also  be  recognized  that  some  shortcom¬ 
ings  in  Chinese  economy  are  of  pre-war  origin 
and  that  many  are  not  susceptible  to  very  effective 
checks.  The  backwardness  of  agriculture  and 
industry,  for  example,  are  old  problems  of  Chinese 
society  and  cannot  be  attributed  to  wartime  defi¬ 
ciencies,  although  one  may  ask  whether  the  most 
appropriate  countermeasures  have  been  taken. 
Furthermore,  even  if  it  adopted  the  most  success¬ 
ful  domestic  policy,  China  could  not  cancel  out 
completely  the  economic  effects  of  war. 

On  the  other  hand,  it  is  already  a  fact  that  large 
parts  of  the  interior — especially  in  Szechwan  prov¬ 
ince — are  far  more  advanced  than  in  1937.  Sim¬ 
ilarly,  steps  have  been  taken  recently  toward  the 
development  of  the  northwest,  with  the  object  of 
spreading  irrigation,  carrying  through  reforestation 
projects  and  promoting  industry.  After  the  defeat 
of  Japan — ^given  civil  peace  in  China  and  foreign 
aid  in  reconstruction — material  recovery  should  be 
relatively  rapid,  even  though  the  more  fundamental 
problems  will  not  easily  be  solved.  The  damage 
caused  by  Japan  will  only  be  transitory  as  long  as 
Chinese  nationalism  has  not  been  destroyed. 


Politics  in  Wartime  China 

By  Lillian  G.  and  Lawrence  K.  Rosinger 


NATIONAL  UNITY 

One  fact,  above  all  others,  dominates  the  politics 
of  wartime  China — the  existence  of  national  unity 
to  a  far  greater  degree  than  ever  before.  Five  and  a 
half  years  of  resistance  have  tested  and  hardened 
the  .spirit  of  nationhood.  This  spirit  has  thrust  its 
roots  downward  socially  far  into  the  masses  of  the 
people,  and  has  expanded  territorially  into  the  deep 
interior  of  the  country.  Just  as  the  war — through 
the  reconstruction  of  the  southwest  and  northwest — 
is  laying  the  foundations  of  a  future  China  that 
will  be  more  homogeneous  economically,  so  it  is 
spreading  the  modern  spirit  of  nationalism  from 
the  coastal  cities  into  politically  backward  areas  of 
the  hinterland. 


To  appreciate  the  changes  that  have  taken  place, 
it  is  necessary  to  know  something  about  the  period 
of  nationalism  that  preceded  the  war,  beginning  in 
1911,  when  the  decaying  Manchu  Empire  was 
overthrown  and  the  Republic  established.  At  that 
time  allegiance  to  the  nation  was  a  weak  senti¬ 
ment,  held  by  a  very  small  .section  of  the  popula¬ 
tion.  The  first  loyalty  of  the  peasant — the  typical 
Chinese — was  to  his  family.  Politically,  he  was 
aware  in  a  personal  way  of  the  village,  perhaps 
the  county,  and  at  most  the  province,  but  rarely 
the  central  government.  It  was  therefore  only  na¬ 
tural  in  succeeding  years  for  China  to  be  plagued 
by  the  disruptive  activities  of  rival  provincial  war- 


lore 

thei 

1 

wei 

Yai 

191 

{on 

spii 

der 

ant 

am 

list 

del 

Til 

th( 

kii 

sh( 

eri 

Cl 

aci 

thi 

sh 

KI 

ki 

Cl 

C 

ye 

in 

di 

tl 

C 

d 

a] 

ci 

h 

ii 

n 

P 

V 

s 

f 


1 

( 

1 


foreign  policy  reports  •  NOVEMBER  I5,  I942 


233 


lords,  who  invoked  the  name  of  the  Republic  in 
their  struggle  for  power. 

The  nationally  minded  sections  of  the  population 
were  led  by  the  Kuomintang  which,  under  Sun 
Yat-sen,  had  carried  through  the  Revolution  of 
1911,  but  had  then  been  eclipsed  by  the  surviving 
forces  of  the  old  order.  In  the  early  twenties,  the 
spirit  of  nationalism  grew  far  stronger  among  stu¬ 
dents,  businessmen,  industrial  workers,  and  peas¬ 
ants,  with  the  result  that  in  1924  the  Kuomintang 
and  the  young  Chinese  Communist  party  estab¬ 
lished  a  united  front  on  a  program  of  national  in¬ 
dependence,  political  democracy  and  social  reform.* 
This  agreement,  backed  by  military  action,  led  to 
the  establishment  of  a  new  government  at  Nan¬ 
king  in  1927  under  the  leadership  of  Chiang  Kai- 
shek,  commander  of  the  nationalist  armies — a  gov¬ 
ernment  which  commanded  more  support  than  any 
Chinese  regime  since  1911.  Its  establishment  was 
accompanied  by  a  split  in  the  United  Front,  since 
—despite  agreement  on  national  independence — 
the  Kuomintang  and  the  Communist  party  differed 
sharply  on  questions  of  internal  reform. 

KUOMINTANG  VS.  COMMUNISTS 

For  ten  years  the  National  Government  at  Nan¬ 
king  sought  to  wipe  out  the  Communists  and  their 
Chinese  Red  Army,  especially  in  Kiangsi,  where  a 
Chinese  Soviet  Republic  was  set  up  in  1931.  That 
year,  however,  the  Japanese  invasion  of  Manchuria 
initiated  a  new  phase  in  the  struggle  for  indepen¬ 
dence,  since  Japan’s  continuing  encroachments  soon 
threatened  to  nullify  all  the  advances  made  by 
Chinese  patriots  and  the  Nanking  government 
during  the  twenties.  It  became  more  and  more 
apparent  that  the  country  was  faced  with  a  choice: 
either  to  continue  civil  war  and  be  crushed  by 
Japan — or  to  compose  internal  differences  and 
initiate  united  resistance  to  invasion.  The  govern¬ 
ment  finally  adopted  the  latter  course  when  high- 
placed  capitulationists  led  by  Wang  Ching-wei 
were  weakened  as  the  result  of  a  popular,  national 
salvation  movement  of  great  vigor,  and  the  modi¬ 
fication,  by  the  Communists,  of  their  program.^ 

The  unity  forged  in  1937  for  resistance  to  Japan 
rested  largely  on  cooperation  in  practice  rather 
than  on  a  thoroughgoing  formal  agreement  (as  had 

!■  For  a  history  of  the  Chinese  nationalist  movement  in  terms 
of  the  life  of  its  most  im|iortant  leader,  i.e.,  until  1925,  see 
Lyon  Sharman,  Stm  Yat-sen:  His  IJfe  and  Its  Meaning  (New 
York,  John  Day,  i9a4)- 

J-  The  popular  movement  for  resistance,  culminating  in  the 
seizure  of  Chiang  Kai-shek  at  Sian  in  December  1936,  is  well 
described  by  T.  A.  Bisson  in  Japan  in  China  (New  York,  Mac¬ 
millan,  193H).  Edgar  Snow’s  Red  Star  Over  China  (New  York, 
Random  Mouse,  193S)  gave  the  world  its  tirst  authentic  picture 
nf  the  Chinese  Oimmunists.  Interesting  additional  information 
"■ill  be  found  in  Nym  Wales,  Inside  Red  China  (New  York, 
Doubleday,  Doran,  1939). 


been  the  case  in  1924).  The  leading  participant  was 
the  National  Government,  inseparably  bound  up 
with  the  official  political  party,  the  Kuomintang. 
The  chief  minority  group  was  the  Communist 
party — newly  concentrated  in  the  northwest — whose 
Soviet  Republic  became  the  Shensi-Kansu-Ninghsia 
border  Area,  while  the  Red  Army  was  renamed  the 
Eighth  Route  Army.  Next  in  significance  came 
the  leaders  of  Kwangsi  province,  Pai  Chung-hsi 
and  Li  Tsung-jen,  who  only  in  the  summer  of  1936 
had  appeared  to  be  on  the  brink  of  civil  war  with 
Nanking.  Finally,  unity  embraced  the  participants 
in  the  great  popular  movement  for  resistance;  the 
innumerable  local  and  provincial  leaders  whose  al¬ 
legiance  to  the  central  government  had  been  more 
formal  than  real;  various  lesser  political  groups; 
and  the  overseas  Chinese,  who,  although  living  on 
foreign  soil,  were  of  considerable  influence  in 
Chinese  politics. 

WAR  UNIFIES  CHINA 

In  the  course  of  the  war,  Chinese  unity  has  been 
maintained  and,  in  many  respects,  strengthened. 
Year  by  year,  for  example.  Generalissimo  Chiang 
Kai-shek  has  grown  in  stature  as  the  leader  and 
symbol  of  a  united  China,  receiving  the  allegiance 
of  all  Chinese  who  are  determined  to  continue  the 
struggle  against  Japan  until  victory.  This  represents 
a  considerable  change,  for  before  1937  many  Chi¬ 
nese — of  the  right  and  center,  as  well  as  the  left — 
were  inclined  to  regard  him  simply  as  a  more 
modern  version  of  the  earlier  warlords.  Chiang’s 
unwavering  prosecution  of  the  war  has  produced 
a  significant  alteration  in  sentiment.’ 

Despite  Japanese  conquest  of  Chinese  territory, 
the  years  since  1937  great  expansion 

of  national  political  power.  The  new  highways  of 
the  interior  have  speeded  not  only  the  distribution 
of  supplies  but  also  the  spread  of  central  influence. 
Who  could  have  imagined  a  decade  ago  that  the 
Chinese  Republic  might  effectively  base  itself  up>on 
Szechwan  province — one  of  the  most  backward 
sections  of  the  country,  dominated  by  an  extremely 
strong  warlord-landlord  combination,  and  hardly 
touched  by  Nanking  control?  Yet  this  has  oc¬ 
curred.  Chungking,  the  national  capital,  is  today 
more  powerful  than  Chengtu,  center  of  the 
Szechwan  provincial  forces;  an  important  member 
of  the  Kuomintang,  Chang  Chun,  is  governor  of 
the  province;  and  the  people  of  Szechwan  for  four 
years  (since  the  fall  of  1938)  have  been  learning  to 
understand  the  existence  and  operation  of  national 
power.  The  incorporation  of  the  province  in  the 

3.  For  some  of  Chi.'inji's  writings,  see  China  Fights  On:  War 
Messages  of  Chiang  Kia-sheh,  Volume  I,  October  1938-January 
1940,  translated  by  Frank  W.  Price  (Hongkong,  China  Pub¬ 
lishing  Company,  1941). 


I 


CHINA  S  WAR  ECONOMY 


nation  has  not  been  an  easy  task — in  fact,  is  very 
far  from  complete — but  important  steps  have  been 
taken  in  that  direction.'* 

Similarly,  other  areas  and  provincial  interests 
have  been  subordinated  to  the  central  power  and, 
willingly  or  not,  have  been  obliged  to  yield  to  the 
necessities  of  national  resistance.  One  of  the  clear¬ 
est  instances  is  Yunnan  province,  whose  Governor, 
Lung  Yun,  was  almost  completely  independent 
until  19^5.  Yet  it  is  in  his  territory  that  the  Burma 
Road  was  built,  and  it  is  his  capital  at  Kunming 
that  has  become  one  of  the  two  leading  centers  of 
government-controlled  industry.  This  does  not 
mean  that  Lung  has  been  shorn  of  power  or  that 
his  province  as  a  whole  has  been  modernized,  but 
it  suggests  how  Chungking  has  subtly  and  through 
compromise  introduced  important  elements  of  na¬ 
tional  influence  and  supervision  into  new  areas.' 
The  same  process  is  going  on  elsewhere,  and  it  is 
noteworthy  that  the  Kwangsi  group,  whose  armies 
have  been  hard  hit  in  the  struggle  with  the  Jap¬ 
anese,  is  far  less  powerful  today  than  it  was  a  few 
years  ago. 

Unity  has  been  weakest  in  terms  of  agreement 
between  tbe  Kuomintang  and  other  political 
groups,  but  even  here  it  has  not  collapsed.  The 
('ommunists,  for  example,  continue  in  control  of 
the  Border  Area;  they  play  a  leading  part  in  the 
northeastern  guerrilla  movement;  their  newspaper, 
Hsin  Htta  Jih  Pao,  is  still  issued  in  Chungking; 
they  are  represented  in  the  national  advisory  body, 
the  People’s  Political  C'ouncil;  and  one  of  their 
leaders.  General  Chou  F.n-lai,  is  at  least  nominally 
a  member  of  the  central  government. 

PROGRESS  TOWARD  DEMOCRACY 

The  second  great  political  development  in  war¬ 
time  C'hina  is  the  initiation  of  first  steps  toward  de¬ 
mocracy.  It  would  be  unrealistic  to  deny  that,  at  the 
moment,  C'hina  does  not  have  a  democratic  poli¬ 
tical  system.  Pow'er  rests  w’ith  the  Kuomintang,  the 
only  legal  political  party,  and  the  general  popula¬ 
tion  does  not  have  a  real  voice  in  the  determination 
of  policy.  On  the  other  hand,  during  the  war  ten¬ 
dencies  toward  democracy  have  appeared,  and  the 
achievement  of  victory  should  create  favorable 
conditions  for  further  development  along  these 
lines.'’  It  is  by  the  strength  or  weakness  of  these 
democratic  tendencies  and  potentialities  rather  than 

.4.  Andrew  Roth,  “Szechwan:  The  Key  to  China’s  Resistance," 
Anifrasia  (New  York),  Oitober  1041,  PP-  361-66. 

5.  Lawrence  K.  Rosinger,  "Yunnan:  Province  of  the  Burma 
Road,"  Far  F.astcrn  Survey  (New  York),  lanuary  26,  1942, 
PP-  19-23- 

6.  I'or  a  very  useful  survey  of  these  and  other  [rolitical  de¬ 
velopments  in  wartime  China,  see  Paul  M.  A.  Linebarger,  The 
China  of  Chiang  K'ai-sheh  (Boston,  World  Peace  Foundation, 

•  941). 


by  tbe  lack  of  full-fledged  democracy  that  China 
should  be  judged  today. 

I'he  most  important  semi-democratic  step  taken 
by  the  National  Government  has  been  the  estab¬ 
lishment  of  the  People’s  Political  Council,  a  gov¬ 
ernmental  advisory  body  of  some  200  members, 
which  first  met  in  July  1938  in  Hankow.  The 
(Yruncil  is  not  elected  and  nominations  to  it  must 
meet  with  the  approval  of  the  Kuomintang,  but 
the  members  do  represent,  in  addition  to  the  gov¬ 
ernment,  various  nonofficial  and  minority  groups 
such  as  the  Communists  and  circles  outside  the 
Kuomintang.  The  function  of  the  P.P.C.  is  to  dis¬ 
cuss  various  aspects  of  the  war  effort,  to  pass  reso¬ 
lutions  advising  the  government,  and  to  serve  as 
a  srrunding  board  for  public  opinion.  While  this 
body  is  essentially  without  power  and  the  admin¬ 
istration  need  not  follow  its  suggestions,  the  P.P.C.’s 
discussions  have  probably  had  a  beneficial  effect. 
On  the  other  hand,  the  Council  has  by  no  means 
assumed  the  important  .advisory  capacity  that  many 
envisioned  for  it  at  the  time  of  its  creation.  Cer¬ 
tainly  it  has  not  progressed  toward  the  position  of 
a  pre-parliament. 

\  second  step  is  to  be  found  in  encouragement 
of  discussion,  at  least  until  the  fall  of  1940,  re¬ 
garding  the  adoption  of  a  permanent  constitution 
and  of  constitutional  government.  The  existing 
constitution,  which  is  provisional  in  form,  was 
scheduled  to  be  replaced  by  a  new  document  in 
i()^7,  but  plans  w^ere  ’nterrupted  by  the  war.  In 
19^8  and  19^9  many  proposals  were  advanced  for 
wartime  adoption  of  constitution.^!  government. 
The  Generalissimo  expressed  his  approval  .at  a  meet¬ 
ing  of  the  P.P.C.,  and  it  was  expected  that  in  No¬ 
vember  1940  the  constitutional  convention  would 
meet,  but  before  that  time  the  arrangements  were 
once  more  postponed.  The  constitutional  debate, 
nevertheless,  was  important,  for  it  represented  a 
lining-up  of  the  democratic  and  anti  democratic 
influences  within  the  country,  with  the  latter  sharp¬ 
ly  f)ppnsed  to  immediate  constitutional  action.’ 

Despite  discussion  of  concepts  of  popular  gov¬ 
ernment,  political  change  on  the  part  of  Chung¬ 
king  has  been  chiefly  along  centralizing  and  tech¬ 
nical  lines.  In  fact,  the  concentration  of  political 
functions  and  the  development  of  a  more  powerful 
bureaucracy  than  before  have  been  striking  fea¬ 
tures  of  wartime  China.  Ever  greater  control  of  the 
administration  is  wielded  by  the  Kuomintang, 
which  both  in  law  and  in  fact  has  been  “over  and 
above  the  National  Government”  since  the  latter’s 
establishment.  The  party  and  the  regime  are  hound 

7.  ('hinese  pro-cnnstitiition.ll  views  .ire  expressed  in  various 
articles  in  Shih  Shi/i  Pirn  (Current  Affairs,  ('Ininjjking), 
lime  to,  1940.  The  anti-constitiitional  position  is  presented  in 
Usm  Cheng  Chih  Yiirh  K'an  (New  Polities,  Chungking),  Janu- 
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together  inseparably  both  in  organization  and  per¬ 
sonnel,  especially  in  view  of  the  circumstance  that 
the  same  men — Chiang  Kai-shek  and  Ho  Ying- 
chin,  the  War  Minister,  among  others — hold  the 
most  important  positions  in  each.  Generally  speak¬ 
ing,  the  Chungking  leaders  form  a  small,  compact 
group,  whose  membership  has  changed  little  since 
the  outbreak  of  war  although  shifts  have  been 
made  from  one  post  to  another.** 

The  pre-war  governmental  system  of  five  main 
or  departments — Executive,  Legislative,  Ju¬ 
dicial,  (>)ntrf)l  and  I’Mucation — continues,  with  the 
first  of  these  the  most  important.  Considerable 
power  in  the  Kuomintang  organization  is  wielded, 
also,  by  the  Minister  of  Education.  A  number  of 
new  offices  have  been  added,  involving  increased 
pwer  on  the  part  of  the  Chinese  Army  and  vari¬ 
ous  Kuomintang  groups.  Thus,  the  agency  with  the 
greatest  power  in  the  direction  of  the  war  is  the 
Supreme  National  Defense  Council,  of  which  the 
Generalissimo  is  chairman.  In  recent  years  there 
has  been  a  considerable  development  of  police  func¬ 
tions  by  “special  service”  groups,  maintaining  sur¬ 
veillance  over  political  circles  outside  the  Kuomin¬ 
tang  and  also  playing  a  large  part  in  the  super¬ 
vision  of  various  economic  control  activities,  for 
instance,  those  of  the  Commodity  Administration.®* 

The  most  significant  progress  in  popular  rule 
has  been  made  by  the  guerrilla  administrations 
established  by  the  Eighth  Route  Army  behind  the 
Japanese  lines  in  the  occupied  areas  of  North 
China.  In  central  Hopei,  for  example,  the  follow¬ 
ing  measures  were  adopted  early  in  the  war:  redis¬ 
tribution  of  a  significant  part  of  the  agricultural 
land,  reduction  of  rents,  prohibition  of  the  eviction 
of  tenants,  reform  of  the  land  tax,  establishment 
of  a  maximum  annual  interest  rate,  and  the  an¬ 
nouncement  of  a  moratorium  on  debts.  In  addition, 
a  popular  guerrilla  army  was  formed  as  well  as  an 
unarmed  auxiliary  People’s  Self-Defense  Corps. 
These  steps  were  accompanied  by  the  introduction 
of  democratic  forms  of  local  government,  allow¬ 
ing  the  people  in  general — and  not  simply  favored 
groups — a  voice  in  the  operation  of  political  insti¬ 
tutions. 

elements  of  DISCORD 

Despite  favorable  political  developments,  it  can¬ 
not  be  denied  that  beneath  the  surface — and  some¬ 
times  on  the  surface — of  growing  national  unity 
and  progress  there  have  been  important  instances 
of  disagreement.  This  is  the  third  significant  char¬ 
acteristic  of  China’s  wartime  politics.  Probably  the 
most  striking  example  was  the  defection  to  the 

China  Ajter  Four  Years  of  War  (Honjrkong,  China  Pub- 
lishinp  Company,  1941),  p.  27. 

See  p.  222. 


Japanese  late  in  1938  of  Wang  Ching-wei,  previous¬ 
ly  second  only  to  Chiang  Kai-shek  among  govern¬ 
ment  leaders.  Subsequently,  as  a  Japanese  puppet, 
he  established  at  Nanking  a  regime  intended  to 
rival  the  national  government,  but  had  negligible 
success  in  attracting  Chinese  support.  His  so-called 
government  rests  almost  entirely  on  the  bayonets 
of  the  Japanese  and  the  money  with  which  they 
supply  him.^ 

Although  Wang’s  failure  is  a  tribute  to  Chinese 
unity,  it  would  be  wrong  to  conclude  that  his 
treachery  has  been  without  political  repercussions 
in  Free  China.  On  the  contrary  his  action,  occur¬ 
ring  after  the  fall  of  Canton  and  Hankow,  Ixith 
symbolized  and  hastened  the  end  of  an  imprirtant 
period  of  Chinese  {xilitics,  the  period  of  the  true 
United  Front.  During  the  first  year  of  war,  the 
popular  movement  which  had  helped  to  produce 
resistance  expanded  greatly,  discussion  of  democ¬ 
racy  and  political  change  flourished,  and  guerrilla 
warfare  developed  on  a  large  scale,  while  the  gov¬ 
ernment  adopted  the  progre.ssive  “Program  of 
Armed  Resistance  and  National  Reconstruction” 
and  established  the  People’s  Political  Council.  The 
loss  of  the  major  cities,  however,  brought  a  period 
of  stalemate,  not  only  in  military  affairs,  but  also 
in  political  reform.  Although  Wang  Ching-wei  was 
almost  alone  in  going  over  to  the  Japanese,  many 
officials  in  Free  China  shareil  his  fear  of  popular 
political  mobilization.  Therefore,  while  continu¬ 
ing  resistance  to  Japan,  they  showed  an  increasing 
tendency  to  abandon  all  plans  for  immediate  demo¬ 
cratic  development.  This  attitude  was  strengthened 
by  the  growth  of  economic  difficulties  during  the 
war,  since  the  more  serious  such  problems  became 
the  greater  was  the  pressure  required  to  prevent 
political  changes  from  taking  place. 

The  resulting  situation,  contrary  to  the  usual  im¬ 
pression,  has  created  the  most  .serious  difficulties 
not  for  the  Chinese  Communi.st.s,  but  for  the  liberal 
students,  profe.ssional  people  and  others,  who  fur¬ 
nished  the  leaders  and  many  of  the  members  of 
the  .National  Salvation  As.sociations,  which  were 
.so  important  in  the  pre-war  movement  for  na¬ 
tional  resistance.  These  [arsons  have  more  and 
more  found  it  impo.ssible  to  exprc.s.s  them.selves  in 
speech  and  writing  and,  in  some  cases,  have  been 
arrested  for  opinions  that  would  be  considered  both 
legal  and  commonplace  in  the  United  Statc.s.  In 
1940  Tsou  T’ao-fen,  the  leading  National  Salva¬ 
tionist,  who  was  a  member  of  the  People’s  Political 
Council,  found  it  neces.sary  to  leave  Chungking 
for  Hongkong. 

The  most  .striking  instances  of  di.sagrccmcnt 
center  about  Kuomintang-Communi.st  rcIation.s, 

9.  I.awrcncc  K.  RosinRcr,  "Wanf;  Chinff-wei:  The  Technique 
of  a  Traitor,"  Amerasia,  August  1940,  pp.  271-75. 
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which  have  been  hampered  by  distrust  stemming 
from  the  long  decade  of  civil  war  before  1937.  The 
government  has  not  officially  altered  its  policy  to¬ 
ward  the  Communists  since  1937,  hut  some  Kuo- 
mintang  groups,  fearing  increased  left-wing  influ¬ 
ence,  are  very  suspicious  of  all  Communist  pro¬ 
posals.  The  Communists,  on  the  other  hand,  argue 
that  the  war  effort  will  be  strengthened  by  the 
adoption  of  the  reforms  they  suggest.  Although  the 
Kuomintang  is  incomparably  stronger  than  the 
Communists  in  territory,  membership  and  armed 
forces  at  its  disposal,  opponents  strongly  object  to 
the  Communist  Border  Area  in  the  northwest.  Dis¬ 
putes  have  also  arisen  over  the  assignment  of  areas 
of  operation  to  Communist  guerrilla  troops.  From 
these  difficulties,  which  concern  the  whole  nation, 
considerable  friction  of  a  military  as  well  as  poli¬ 
tical  nature  has  resulted  during  the  past  few  years, 
culminating  in  the  use  of  troops  by  the  National 
Government  in  January  1941,  in  an  effort  to  dis¬ 
band  the  Communist-led  New  Fourth  Army  en¬ 
gaged  in  guerrilla  warfare  in  east  central  China.'” 

At  present  Communist-Kuomintang  relations  are 
at  a  stage  of  stalemate,  with  no  sign  that  they  will 
grow  either  worse  or  lictter  in  the  near  future 
unless  some  unexpected  factor  intervenes.  This 
controversy  has  had  unfortunate  internal  reper¬ 
cussions,  but  the  fact  that  a  break  has  been  avoid¬ 
ed  is  a  tribute  to  the  actual  unity  prevailing 
among  all  sections  of  the  Chinese  people.  De¬ 
spite  the  difficulties  of  war  and  the  problems  of 
public  education  that  face  a  country  so  young  in 
modern  social  development  as  China,  there  can  be 
no  doubt  that  the  mass  of  the  people  intend  to  sec 
the  war  through  to  victory  and  that  they  judge  all 
leaders  by  their  firmness  in  attending  to  the  main 
job  of  defeating  Japan. 

china’s  new  confidence 

No  survey  of  China's  wartime  politics  can  over¬ 
look  its  fourth  striking  aspect,  the  growing  spirit 
of  confidence  of  the  Chinese  people  and  govern¬ 
ment,  who  are  emerging  step  by  step  from  the 
mists  of  self-doubt  that  often  plague  those  who  do 
not  feel  free.  The  quality  of  Chinese  nationalism 
today  is  far  stronger,  far  more  assured,  than  even 

10.  For  .1  thoroiifih  discussion  of  relations  between  the  Kuo- 
mintanjj  and  liberals  and  Communists,  sec  T.  A.  Bisson, 
“China’s  National  Front:  Problems  and  Policies,"  Foreign  Policy 
Reports  (New  York),  July  15,  1941. 


a  year  ago,  and  is  worlds  apart  from  the  tentative, 
groping  spirit  of  1937  or  1938.  The  Chinese  are  now 
certain  that  their  country,  for  all  its  weaknesses, 
is  well  on  the  way  toward  becoming  a  great  power 
by  virtue  of  its  effective  resistance — and  they  are 
therefore  expecting  more  and  more  to  be  treated 
on  a  basis  of  complete  equality.  When  they  are  not 
so  treated,  bitterness  and  dissatisfaction  appear.  ; 

The  historic  changes  involved  in  this  transforma  J 
tion  may  he  observed  from  a  comparison  of  twe 
statements — the  first  made  in  1924  by  Sun  Yat-sen  - 
the  father  of  Chinese  nationalism,  and  the  seconds 
in  the  spring  of  1942  by  Madame  Chiang  Kai-shekl 
In  his  opening  lecture  on  the  famous  Three 
People’s  Principles  to  a  class  in  Canton,  Sun  made 
the  following  comment  on  the  China  of  his  timel 
“.  .  .  in  spite  of  four  hundred  million  people  gath¬ 
ered  together  in  one  China,  we  are  in  fact  but  a* 
•sheet  of  loose  sand.  We  are  the  poorest  and  weakl 
cst  state  in  the  world,  occupying  the  lowest  psil 
tion  in  international  affairs;  the  rest  of  mankind  i|i 
the  carving  knife  and  the  serving  dish,  while  W(|l 
are  the  fish  and  the  meat.”"  Yet,  barely  eighttci  -i 
years  later,  Madame  Chiang,  looking  at  a  new 
China,  was  able  to  make  this  confident  declarationlj 
‘‘The  West  has  always  thought  of  the  Chinese  aT 
an  artistic  and  philo.sophic  race  unable  to  mak(|i 
the  Spartan  sacrifice  that  war  demands.  We  havji 
proved  to  ourselves  and  to  the  world  that  this  evaluii 
ation  is  false,  for  the  word  surrender  is  not  to  b'| 
found  in  the  present-day  Chinese  vocabulary."' 1 
The  difference  between  these  two  statements  is  th" 
difference  between  a  nation  that  is  theoretically  cnl 
titled  to  an  equal  position  in  international  aff.iir| 
and  one  that  has  gained  such  a  right  on  the  field  oltj 
battle.  |i 

This  spirit  has  been  heightened  by  internation, '• 
developments  of  the  past  few  years,  espccinll>| 
events  in  Asia  after  Pearl  Harbor,  from  whicH 
China  inevitably  drew  the  conclusion  that  othfa 
nations,  despite  greater  experience  in  modern  af4 
fairs,  do  not  necessarily  hav.e  a  preponderance  o3 
wisdom  or  power.  Such  a  conclusion,  although  it  j, 
effects  are  not  easily  expressed  in  concrete  term^j 
is  a  political  factor  of  far-reaching  importance. 
much  as  anything  else  that  has  happened  during 
the  war,  it  suggests  China’s  political  coming-of-age, 
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C.oii'nvrcial  Press,  1942),  p.  12. 

12.  Xew  York,  Times,  April  19,  1942. 


In  the  December  I  issue  of  FOREIGN  POLICY  REPORTS; 

ALASKA:  LAST  AMERICAN  FRONTIER  by  Arthur  and  Beka  Hepmi 


4 


